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L.dttortal Comment 


Progress, But Not Much Light 


jp best that may be said for the uniform article for 
termination of war contracts, prepared by the Con- 
tract Termination Board under the direction of Mr. 
Bernard M. Baruch and issued by War Mobilization Di- 
rector Byrnes, is that it indicates that the procurement 
agencies have agreed on a uniform article, a consider- 
able accomplishment in itself, and an important step to- 
ward solution of the many problems incident to war 
contract terminations. The uniform article was pub- 
lished on January 9, and at about the same time there 
was made public a statement of cost principles to be 
applied in arriving at termination settlements. The cost 
principles, it is understood, are open for discussion, and 
some comment on them undoubtedly will be forthcom- 
ing from the technicians under whose direction they 
will be used, namely the controllers of companies hav- 
ing war contracts. They undoubtedly will make some 
representations to Mr. Byrnes through their national 
organization, The Controllers Institute of America. 

It must be realized that these articles constitute only 
the first step in the program which Messrs. Byrnes, 
Baruch and their associates are preparing. Business 
executives, therefore, must not be disappointed over 
the fact that issuance of these articles still leaves them 
pretty much in the dark as to what the program is. Mr. 
Baruch and his staff still have much to do before the 
business community will be in a position to know what 
to expect, and to shape its plans accordingly. 


W hat to Dis wlth Old Records and Files 


N these days of extensive governmental regulation of 
| business the problem of retention or destruction of 
business records is intensified. Controllers are trying 
to solve it in such ways that the interests of their busi- 
nesses will not be jeopardized. The keeping in files of 
the great volume of papers which have emanated from 
the demands by governmental agencies for reports and 
computations has taken on immense importance. Par- 
ticularly, the papers which are involved in the carrying 
out of contracts with government have a legal value 
which will extend over many years. To let go of them, 
or to permit their destruction, would mean no end of 
trouble in years to come. Space is costly, yet much of it 
must be used to house the bales upon bales of records 
having to do with government contracts. 
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The Committee on Technical Information and Re- 
search, of The Controllers Institute of America, has un- 
dertaken to find out how controllers over the country 
are solving the problem. Mr. James E. McMullen, of 
The Colorado Fuel & Iron Company, of Denver, Chair- 
man of the Committee, is assembling the replies to a 
letter of inquiry which he addressed recently to a size- 
able group of controilers. 

He inquired whether specific authorization by the 
Board of Directors of a company, or of some officer 
designated by the Board, is required before records can 
be destroyed. Other questions asked are: 


“Has 2 schedule for destruction of records been ap- 
proved which permits particular records to be destroyed 
automatically without formal approval, after certain pe- 
riods of retention? 

“Has your company investigated the practicability of 
photographing old records, so that they may be de- 
stroyed earlier than would otherwise be possible? If so, 
what was your reaction? 

“Has your company ever suffered a financial loss by 
reason of premature destruction of old records? Such 
a loss, for example, might arise through inability to sub- 
stantiate an account receivable in a collection proceeding. 

“It is common practice to prepare carbon or dittoed 
copies of various reports, letters, forms, etc., which 
eventually reach the files of several different departments 
within the same company. Has your company estab- 
lished any mechanics for disposing of the extra copies 
of such documents before the ultimate disposition, if 
ever, of the original document? Where would the orig- 
inal document most likely be retained if copies, only, 
are destroyed ? 

“Specifically, how many years does your company retain 
each of the following classes of records before destruc- 
tion: (a) General Correspondence; (b) customers’ in- 
voices and correspondence relating thereto; (c) vendors’ 
invoices and correspondence relating thereto; (d) cus- 
tomers’ orders and correspondence relating thereto; (e) 
purchase orders and correspondence relating thereto; 
(f) cancelled checks; (g) inventory records; (h) clock 
cards; (i) time tickets; (j) freight bills; (k) production 
orders and papers relating thereto; (1) maintenance and 
repair orders and papers relating thereto; (m) produc- 
tion reports; (n) departmental reports and other papers 
supporting manufacturing cost, computations and rec- 
ords; and (0) classes of tabulating machine cards?” 


These questions indicate the magnitude and impot- 
tance of the problem. The report may be expected 
shortly and should be helpful to controllers in form- 
ulating procedures. 
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Early Conversion to Peace Time Operation 


OSTWAR? Here are some gleanings from the war 
r production front: 

In some industries plans already are in effect to 
change over to a peace-time basis of operations as early 
as next month—March, 1944. In some lines a definite 
date of July has been set. The July date is dependent 
on when Germany will be defeated. The March date 
evidently is based on special conditions within a spe- 
cific industry. 

A surprisingly large number of industries do not 
have serious reconversion problems. They can move 
quickly when the government ceases to require their 
products in the war effort. 

Postwar planning will undoubtedly be confined to 
markets, prices, wages, employment, and similar items, 
with emphasis on prompt settlement of war contracts, 
in the cases of these industries, and on disposal of the 
vast accumulations of goods which will not be needed, 
when peace comes. 


Stimulating Thoughts About Controllership 


NE of the most valuable contributions to the litera- 

ture of controllership that has been made in many 
months is an article by David R. Anderson, controller 
of the Kendall Company, of Walpole, Massachusetts, 
entitled “The Function of Industrial Controllership,” 
which appears in THE ACCOUNTING Review for Jan- 
uary, 1944, published by the American Accounting As- 
sociation, whose publication office is in the Commerce 
Building, Urbana, Illinois. Single copies are priced at 
$1. It is suggested that controllers acquaint themselves 
with the points that Mr. Anderson makes. 

Mr. Anderson brings up many points which are yet 
to be decided with respect to the status of a controller 
in an industrial company. With respect to many of 
these points he takes a definite stand. He says that it is 
evident that the essential duties of controllership are 
all aspects of one basic function—preparing and keep- 
ing the records of the business and reporting and in- 
terpreting the information which they contain. 

The question is asked, what responsibility does the 
controller have to the directors, stockholders, and the 
public? Mr. Anderson inquires further whether it is 
necessary to remove some part of the record keeping 
function from the controller’s area of responsibility in 
order to secure adequate protection of the assets of the 
business, that is, adequate internal check. He discusses 
the apparent belief in some quarters that the controller- 
ship function should be set up as a check on manage- 
ment itself, a sort of internal policing function, respon- 
sible not to management, but directly to the board of di- 
rectors, or even to the stockholders. He points out that 
it appears that controllers themselves consider that 
their own best interests lie in keeping the controllership 
function as an integral part of management organiza- 
tion, and that they are reluctant to accept any definition 


.of their responsibility which is at variance with this 


fundamental concept. 


\A 
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The question may properly be asked, Mr. Anderson 
points out, whether the responsibility of the controller 
as apparently visualized in pronouncements of Govern- 
ment and Stock Exchange officials can be discharged ef- 
fectively by an individual who is also a working mem- 
ber of the management group, and who assists in the 
formulation of operating policies and reports on and 
interprets the results of those policies for the manage- 
ment. The question is one which cannot be answered 
categorically, Mr. Anderson replies. He comments that 
it may be necessary to make a sharp distinction between 
this “public” responsibility of controllership and its in- 
ternal or management responsibilities. He urges that 
controllers keep their minds open and prepare them- 
selves to cope with such distinctions as they occur. 

Mr. Anderson says that controllers must deal with 
the situation as it is today. He says: “It is my opinion 
that the controller, if he has a complete and clear un- 
derstanding of his responsibilities, and the ability to co- 
operate with other members of his organization, can 
discharge his responsibilities to the public as a member 
and representative of management, and that separation 
of the controllership function from the management is 
neither necessary nor desirable.” 

Discussing the relationship of the controller and the 
public accountant, Mr. Anderson says that it may ap- 
pear superficially that there is some duplication or even 
conflict of responsibility here, but he adds that this is 
not necessarily true. “The outside and inside view- 
points can and should supplement and check each other 
and with proper cooperation and mutual understand- 
ing the controller and public accountant can each be of 
genuine assistance to the other in the performance of 
their respective essential functions.” 

Mr. Anderson makes the point that it will be next to 
impossible for the controller to take unfair advantage 
of his dual job as recorder, and checker of his own re- 
cording, if an adequate system of internal audit, even 
though under the supervision of the controller, is sub- 
jected annually to an intelligent review and tested by 
an independent public accountant. 

Mr. Anderson gives an interesting brief description 
of controllership. Controllership, he says, might be de- 
fined rather baldly as the function which embraces the 
recording and utilization of all of the pertinent facts 
about a business. 

Another interesting point made by Mr. Anderson is 
that developments in the relationship between govern- 
ment and business may affect vitally the evolution of 
the controllership function, perhaps laying on the con- 
troller increased responsibilities to government and to 
the public. He says: “However that may be, controller- 
ship is and will continue to be an indispensable func- 
tion in business management, and, in tune with the 
times, it is sure to offer increasing opportunities in the 
future for genuine and practical services to business 
and to society.” 

The article, only the highlights of which are men- 
tioned here, is stimulating. A.R. T. 








Stabilization Questions Answered 


Question—“At the time salary stabi- 
lization was started, Mr. X was a officer 
of Company A, and received $6,000, 
His immediate predecessor on this job 
had received $10,000. Can you have a 
rate range under the Treasury Depart- 
ment for one individual and, if so, is it 
therefore permissible to increase Mr. X’s 
salary without Treasury approval to an 
amount not exceeding that of his pred- 
ecessor ?”’ 

Answer—The Treasury will not ap- 
prove a rate range for a job classifica- 
tion which includes less than ten indi- 
viduals. Perhaps your records _ estab- 
lish the fact that you have a rate range 
for less than ten individuals. If you have 
such a range and a salary schedule it 
does not require approval and you can 
work within the rate range subject to 
the limitations which I have discussed. 
As I stated before, you may not substan- 
tially increase the average salary paid 
within the rate range. If you have only 
one or two or three individuals in a job 
classification you will shortly start to in- 
crease the average salary more than 3%. 

But probably you have no rate range 
in this case and what you have got is a 
practice. You probably paid $10,000 
for the job but hired a new man some- 
what below your rate for the job in or- 
der to give him a trial period. When 
you are determining how much you can 
increase this man, and at what periods 
of time, you must look at your practice 
in this job and in other jobs in the past. 

In other words, did you start men at a 
low salary for this job and gradually 
work them up to the rate of $10,000 per 
year. If so, how long did it take you to 
move the men up. Look also at your 
practice in other cases where you have 
only one or two men doing an impor- 
tant job. Don’t think an exceptional 
case is your precedent. Perhaps your 
practice in a normal case will be to move 
such a man up at the rate of $1,000 a 
year. Follow your past practice. Do not 
exceed it and you will be all right. 

The question seems to ask whether 
the man can be moved up to $10,000 im- 
mediately. If it was your practice to start 
men off at a rate below that normally 
paid for the job and after an interval of 
say six months to move him up to $10,- 
000, you can do so in this case under the 
Stabilization Laws. 


Q.—"On overtime payments to ex- 
empt employees, can the employer pay 
overtime on either straight time or time 
and a half to exempt employees’ —(by 
that the questioner means, I believe, em- 
ployees under the Treasury, those that 


By John G. Powers 


are exempt from the wage-hour law— 
J. G. P.)—“where the overtime factor 
has resulted in the elimination of differ- 
ential between salaries paid to non-ex- 
empt class of employees as against an 
exempt group?” 

A.—Unless you have done so in the 
past, you can’t pay this overtime with- 
out getting approval. If you apply for 
approval, you will get approval, but it 
will be tapered off in the higher brack- 
ets. 


Q.—"An employer desires to reduce 
the rate of commission paid salesmen to 
eliminate abnormal commission amounts 
brought about by war conditions. The 
effect of the reduced commission rate 
will leave the majority of salesmen still 
above the five thousand dollar level and 
will reduce some of them below the five 
thousand dollar amount.” 

A.—The answer is that you may rfe- 
duce the people who receive above 
$5,000 provided, that you do not reduce 
them below $5,000. Obviously, there- 
fore, you cannot reduce a man who is 
now receiving $5,000 or is now receiv- 
ing less than $5,000. 

Perhaps the following suggestion will 
prove to be a panacea. You are attempt- 
ing to prevent commissions being raised 
sky high by abnormal war conditions. 
Presumably you are not attempting to 
limit the earnings of men receiving 
close to $5,000. Therefore, consider put- 
ting an overall limitation upon the 
amount of commissons which may be 
earned. In other words, instead of re- 
ducing everyone’s commissions, allow 
the commission rates to remain exactly 
as they now are or let us say the first 
$200,000 of sales. As soon as a com- 
mission salesman has sold $200,000 
worth, cut the commission rate sharply 
to 1% or to 4 of 1% or to such lower 
rate as will materially reduce his earn- 
ings on sales above that figure. If your 
lowest producing salesman can sell 
$200,000 worth of merchandise he will 
receive the full commission, but every- 


one will be limited on sales above that 
figure. 

I believe you will find that this is the 
practical solution to the problem and it 
is probably the best solution. 


Q.—"In another instance the em- 
ployer desires to change a salesman 
from a commission basis to a straight 
salary basis. The presently existing 
commission basis results in earnings of 
$9,000 per year and the change to 
straight salary basis will bring this sales- 
man’s income to $4800 per year. The 
employer felt that while the result of 
this change would lower the income to 
below $5,000 formal application would 
not be necessary since it would not seem 
that the rule on reductions below $5,000 
would not cover commissions since to 
guarantee a minimum of $5,000 to a 
salesman would represent, in effect, a 
guarantee of fixed income whether 
earned or not.” 


A.—You may not reduce his com- 
pensation in such a way as to bring it 
below the $5,000 a year mark without 
securing approval of the SSU. You can 
reduce an employee’s compensation 
from any figure down to $5,000 a year, 
inasmuch as the Treasury specifically ex- 
empts reductions of salaries above $5,- 
000. It is not permissible to move him 
below $5,000 unless he is doing a differ- 
ent job or unless you had a past practice 
which permits you to do so. 


Q.—"“What does the Treasury De- 
partment constitute a substantial in- 
crease? We refer to Section 1002.14 
which authorizes the employer to grant 
merit increases within established salary 
ranges without prior approval provided 
that there shall be no substantial in- 
crease in the average salary in any given 
salary range. The question is how the 
word ‘substantial’ be applied. Would a 
fifteen per cent. increase in average sal- 
ary be considered substantial or a ten 
per cent. increase, or what?” 


A.—The Treasury informally states 





subject, will have timely interest. 


QUESTIONS—OF MOMENT—OF THE MOMENT 


As a supplement to the article by Mr. Powers, on Salary Stabiliza- 
tion under the Treasury Department, which was published in the 
January, 1944, issue of ““The Controller, 

| Powers to questions raised by controllers, regarding this important | 


New York law firm of Chadbourne, Hunt, Jaeckel and Brown, has 
spent virtually all of his time on problems arising from salary stabili- 
zation, since the inception of the program. 


| 


these answers by Mr. | 


al 


Mr. Powers, connected with the 


—THE EDITOR 
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that an increase in the average salary of 
any given salary range in excess of 3 per 
cent. is “substantial.’’ While this rule 
may be varied by unusual facts, it is well 
to secure an approval of what you are 
doing if the act will result in an increase 
greater than 3 per cent. 


Q.—"A corporation in years prior to 
1940 paid compensation by way of sal- 
ary and bonus to certain officers. Bo- 
nuses were paid on an arbitrary basis, 
not necessarily on percentage of profits. 
Management changed in 1940 and these 
officers were replaced by new incum- 
bents on straight salary basis, which sal- 
ary was less than combined salary and 
bonuses of their predecessors. Can em- 
ployer grant increases to incumbents to 
not more than amounts previously paid 
their predecessors without Treasury De- 
partment approval ?” 

A.—The answer is “No.” You cannot 
pay a mew employee any bonus except 
under the Treasury’s bonus rules. From 
the facts stated in the question, a new 
practice was established in 1940. We 
must look to the practice as it existed on 
October 3, 1942 in order to determine 
how much you can pay the incumbents. 
The Treasury may give you approval to 
pay bonuses in this case. The question 
goes on to state that the incumbents’ re- 
sponsibilities are the same as those of 
their predecessors. That is an impor- 
tant point to be raised in the application 
for approval but does not of itself grant 
the employer the right to give an in- 
crease or a bonus without approval. 
Without additonal facts it is impossible 
to determine what the practice was on 
October 3, 1942. It is just possible that 
in this case the former amounts paid en- 
ter into the establishment of the prac- 
tice. Inasmuch as they were paid prior 
to 1940, however, it would seem advis- 
able to obtain a ruling. 


Q.—"Can a corporation grant salary 
increases without Treasury approval to 
executives ?”’ 

A.—The answer to this question in- 
volves almost everything we have dis- 
cussed. First, do you have a salary plan; 
do you have a rate range for the job, 
and so on. I assume that the thought 
is that you don’t have any of those; you 
are just giving him more work. You 
can’t do it without approval. You will 
get approval depending upon where he 
is in the salary bracket. You may get a 
little bit if he is up pretty high; if he is 
low you may get a substantial amount. 
Also, it depends upon the duties he has 
taken over. Frequently, you combine 
jobs. You have a man do his own job 
and also the job done by somebody else. 
They will probably not allow you to pay 
twice as much, even though he is doing 
both jobs. I have had applications 
where they have allowed a very good 
rate to go to the man. 


The Controller, February, 1944 


Q.—"A corporation, in order to in- 
sure the retaining of a selected executive 
group in its employ, proposes to grant 
to selected executives three-year con- 
tracts under which at the start of each 
year of the contract automatic salary in- 
creases will be granted at the rate of one 
hundred dollars per month. The busi- 
ness is growing and these executives are 
being called upon to take more respon- 
sibility as time goes on. Will these con- 
tracts require Treasury Department ap- 
proval if the maximum annual salary to 





Watch for Regulations Covering | 
New Policy on Commissions 


Since the date of this material, Economic 
Stabilization Director Fred Vinson has an- | 
nounced a uniform policy for the treat- 
ment of commissions (O.E.S. Release No. 
OW 'I-2830, 12/30/43). Regulations will 
undoubtedly be issued by the Commis- | 
sioner shortly. | 


The general import of this announce- 
ment is to allow employers to pay com- 
mission salesmen whatever amount they 
earn regardless of whether or not it ex- 
ceeds the amounts earned by the particular 
salesmen in prior years, provided no unau- 
| thorized increase in commission rate has 
been made. 

It also allows compensation based upon 
percentages of profits, sales, overrides, and 
the like, to be paid in 1944 regardless of 
the amount of such payments, provided 
the rate has not been increased. This is, 
of course, a radical departure from the 
Treasury's rules concerning percentage 
payments. 

To the extent that the questions and | 
answers on these pages relate to commis- 
sions or percentage payments they should 
be disregarded in respect to 1944 payments. 
| Presumably they will still be effective in 
| respect to 1943 payments. 

Keep an eye open for the Commission- 
er’s regulations on this subject. 

—John G. Powers 











be paid thereunder in each case does not 
exceed the maximum salary per annum 
paid to the predecessors of the present 
incumbents for the same work?” 


A.—That depends. If you can spell 
out a salary plan broad enough to in- 
clude a contract such as the one pro- 
posed, you do not require approval. You 
must be able to show that you have a 
range sufficiently broad to encompass 
the highest amount included in the con- 
tract. You must also show that you have 
had a policy broad enough to allow an 
increase of $1200 a year. This involves 
the dollar yardstick which we have dis- 
cussed. Furthermore, you must be able 
to show that such increases would have 
been automatic in the past and would 
not require merit. Under the proposed 
contract the increase becomes effective 
whether or not there is any additional 
merit shown by the employee. If your 
past policy shows increases only where 
there is merit, this contract would not 
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be within the stabilization rules even if 
it did not exceed the top of the rate 
range or the dollar yardstick because the 
merit factor would be lacking. 


Q.—The question goes on: “the maxi- 
mum annual salary to be paid there- 
under in each case exceeds the maximum 
salary per annum paid to the predeces- 
sors of the present incumbents for the 
same work.” 

A.—There, obviously, you need ap- 
proval. You need approval in both 
cases. They will probably not approve 
the increase for a three-year span. They 
will say, all right for this year, come 
back next year and talk to us and we'll 
tell you whether you can do it. They 
will probably approve something in 
both cases. 


Q.—The substance of the next ques- 
tion: we put in a bonus application for 
our employees and the Treasury Depart- 
ment said, yes, we give you approval. 
Subsequent to receipt of the approval by 
the Company, the Bonus Press Release 
was issued. The question is: Does the 
Press Release limit the amount of bonus 
which can be given if the approval 
granted bigger bonuses? 

A.—Clearly not. The Bonus Press 
Release is a permissive criterion. It tells 
you what you may do without getting 
approval. If you get approval you can 
go as far beyond the Release as the ap- 
proval permits. If you got an approval 
in the past, it stands up without refer- 
ence to the Press Release at all. 


Q.— "Press release 39.48 speaks of a 
bonus authorized under the salary stab- 
ilization regulations. What does that 
word ‘authorized’ mean, as we under- 
stand there was no requirement of ap- 
proval of a bonus—meaning by this, 
bonus in the sense of overriding com- 
mission in addition to salary—for the 
year 1942 which was paid on a per- 
centage of sales according to custom of 
year’s standing—the percentage rate be- 
ing unchanged.” 

A.—That is not entirely accurate. You 
could not pay any amount on overrides 
after October 3, 1942, you could only 
pay the amount you paid the previous 
year. Of course, there were no stabiliza- 
tion regulations prior to October 3, 
1942 and any amounts paid prior to that 
date have no reference to stabilization. 
Any amounts paid after October 3, 1942 
were subject to the stabilization rules. 
The word “authorized” means any 
bonus, the payment of which has been 
approved by the Treasury. In addition, 
the Treasury informally states that the 
word “authorized” includes amounts 
paid in 1942, prior to October 3, 1942. 


Q.— "Does TD 1002.14 require both 
a plan and a salary and job classification 
schedule? In other words, is a classifica- 
tion sufficient without a plan?” 
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A.—No, you require a plan. The 
question here says do you need both a 
plan and a salary and job classification 
schedule. Well, I think a plan or a 
schedule are just descriptive words. 
What you do need to have is some sort 
of description of your job. It would be 
next to impossible to prepare a job de- 
scription for the president of a corpora- 
tion. You can say “President” and let 
it go at that. You do have to have a 
rate range for the job. For merit in- 
creases you have to have a frequency 
table which you can’t exceed. You have 
got to have a dollar amount limit—you 
never gave more than five hundred dol- 
lars, and so on. 

So when you say both the plan and 
the job classification, I don’t know the 
answer to that, because if you have these 
other things you have either a plan or a 
schedule. 


Q.—"In the printed table I here re- 
ceived under ‘Merit, Treasury’ it says, 
‘If company does not have a salary plan 
or salary rate schedule,’ and so on. In 
other words, it should be both, shouldn’t 
it?” 

A.—No. Those words do not, neces- 
sarily, define different things. 


Q.—"The War Labor Board under 
General Order 31 states that you may 
present or have a salary schedule, mean- 
ing a job description, a rate range for a 
particular job, but not necessarily the 
plan. If you haven’t got a plan you are 
to adopt theirs—the one that appears in 
General Order 31. Distinguishing be- 
tween the two, i.e. the plan under which 
you would operate the salary classifica- 
tion and the schedule as such, what I 
have in mind is this: Does the Treasury 
mean both the plan under which you 
operate and the schedule together?” 

A.—I don’t think you can define the 
Treasury's wording in connection with 
what the War Labor Board has inter- 
preted theirs to mean. The War Labor 
Board has gone pretty far in telling you 
what records you have to keep. They 
say ‘this is a plan” and “this is a sched- 
ule.” 

I think the words “plan” and “‘sched- 
ule” are more or less repetitious in the 
Treasury rules. They are both tied in 
together. The War Labor Board says 
that under certain conditions you can 
give five cents an hour increase whether 
you have done it in the past or not. The 
Treasury Department hasn’t anything 
comparable. They say if you haven't 
done anything in the past, if you can’t 
look at your payroll records and say this 
is what we did in the past, you can’t do 
anything without approval. They have 
none of the automatic things such as are 
contained in General Order Number 31. 

Member: I meant that when the 


Treasury speaks of a ‘‘schedule” and 
“plan” it means that, accompanying the 


schedule or as part of it, you should 
have a table indicating what your past 
practice has been with reference to 
merit increases, frequency, and the rest 
of it. That would constitute a plan, and 
must be part and parcel of the schedule 
you submit. 

Mr. Powers: That is correct. 

Mermber: You must have had that in 
existence in order to make it without ap- 
proval. 

Mr. Powers: Yes, I have given you a 
complete list of factors making up a 
“plan or schedule.” You may have less 
in your own plan and still meet the re- 
quirements since the Treasury lays down 
no absolute standards. 

I don’t see how you can get away 
without having what you want to call a 
“plan,” such as that contained in Gen- 
eral Order 31. You must have some 
sort of steps by which salaries go up, in 
time frequency and amount, before you 
can do anything at all without approval 
under Treasury. 


Q.—"If you have a plan submitted 
which would provide a greater than 
three per cent average and it is ap- 
proved by Treasury, along with a de- 
tailed job classification and salary sched- 
ule, are you still bound by the three per 
cent. rule?” 

A.—I would say in that case look at 
the approval they give you. Frequently 
in the Treasury's approval they say 
“there shall be no substantial increase” 
—in other words they repeat the lan- 
guage of that section. 

If you get approval of a plan and you 
work under it and stay within it, don’t 
worry—just follow it, you are doing 
fine. Never let any of these permissive 
things get you confused with what you 
can do under approval. You follow your 
approval to the letter. It doesn’t make 
any difference what happens; you are in 
the clear. 


Q.—"“Having paid a bonus of ten per 
cent. for the past six years, can it be not 
paid this year?” 

A.—There are not enough facts for 
me to answer that, except to go back 
to the things which we have been dis- 
cussing. The fact that it was paid for the 
last six years doesn’t prove very much. 
If it were paid for the last two years it 
would be just as good. 

Ten per cent. of what? Is it ten per 
cent. of individual sales? If so you can 
pay it provided that the rate hasn’t been 
increased since October 3, 1942, and the 
question indicates that it hasn’t. If it is 
ten per cent. on override, you have got 
to work under your chart here, or you 
can work under the fifteen, ten, and five 
per cent. rule, or you can work on what 
you gave him for the first accounting 
year ending before October 3, 1942, 
which is, normally, 1941. 


Q.—"If an employee’s bonus is im- 


properly increased—without approval 
—what amount may be disallowed for 
tax purposes; the total bonus or the 
total compensation paid to the employee 
for the year?” 

A.—The chances are that in that case 
the total amount paid to the employee 
for the year for which the bonus was 
paid will be disallowed. That would be 
the normal interpretation of the regula- 
tion. I haven’t seen anything official on 
it, but I feel quite certain that that is 
the case. 

Incidentally, that brings me to some- 
thing about which I meant to speak. 
Not many people have picked it up, al- 
thought it is very important. If you 
look at the Treasury Bonus rules you 
will see that they say: “does not exceed 
the dollar amount paid for the last ac- 
counting year,” and you go on, ‘dollar 
amounts authorized by regulation for 
the first accounting year.” Note that 
word “for.” It doesn’t say “during.” 


What does that mean? Is that a joker? . 


The Treasury men have told me that 
it means just what it says. The specific 
wording of the language is fairly clear, 
but, nevertheless, it gives the wrong in- 
tent. Supposing you have a fiscal year 
that ends September 30th, and you don’t 
get around to paying the bonus in Sep- 
tember but you get around to paying it 
after October 3, 1942. Let’s say you 
pay it October 10, 1942. Was that 
amount paid ‘‘for” the year ending after 
October 3, 1942, or “for” the year end- 
ing October 3, 1942? 

Well, there is no question but that it 
was paid for the year prior, and if you 
interpret ‘for’ to mean “for,” and that 
is what they say we should do, you have 
to figure it out that way. That may cross 
up your calculations to some extent, be- 
cause you can’t just look at the time the 
bonus was paid but the period ‘“‘for” 
which it was paid. 

How do you find that out? I don't 
know. If you have resolutions in regard 
to paying the bonus, that will tell you 
for what period it was paid. You may 
know very well for what period it was 
paid, and you may make memoranda to 
that effect; get people on the Board, or 
executives that talked it over, to say that 
it was paid for such and such a year. In 
such a case it seems to me you would 
have a hard time saying the bonus paid 
in October wasn’t for the year ending 
September 30th. 


Q.—“Does prior practice of review- 
ing organization periodically and mak- 
ing varying merit increases based upon 
ideas at the time of proper amounts 
constitute an established plan?” 

A.—The person who wrote this is 
honest about his past practice. How 
many employers had a “plan” prior to 
stabilization? Very few. Well, the 
Treasury is aware of that, too: it knows 
the facts of life! Very few people did, 
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in fact, have a plan. You work out 
something and say that was your plan. 

However the regulations say if you 
did have a plan which you can produce 
from your records you are O.K. So in 
this case, take out your records. 

Go back to 1938. See what was done. 
Take your job descriptions and go back 
and see the people that held the jobs 
from 1938 through. See if you have got 
a plan, even though you never intended 
to have a plan. 

Your practice may spell out a plan, 
even though you never consciously had a 
“plan.” That is why the Treasury is 
reasonable in saying that you don’t have 
to write out your plan. 

Go back and look at your records, so 
if you don’t happen to draw it up you 
will be protected. I suggest, however, 
that you draw it up so you will know 
what you can do within the limits of it. 


Q.—"A firm as part of its compensa- 
tion plan has paid a percentage of 
profits to branch managers. This prac- 
tice has been in operation for sixteen 
years. That doesn’t make any difference, 
unfortunately. Is approval required to 
continue this practice where salaries 
have been increased within salary ranges 
without approval ?” 


A.—I assume that what you mean by 
that is that they have been legally in- 
creased. Paid on a percentage of profits, 
well, there you get into the percentage 
of someone else’s sales, and you are lim- 
ited by the Press release rules, by what- 
ever you get an approval on or by what 
you paid back in 1941. 

It doesn’t seem right somehow. It is 
certainly interfering with the obliga- 
tions of contract. But to that extent, 
they have placed their limitations, and 
you, clearly, can’t do it except within 
the limitations. 


Q.—"A manager employer under a 
contract entered into prior to October 
3, 1942, with a corporate employer re- 
ceives $750 weekly, plus a fixed per- 
centage of the net profits. The em- 
ployee’s fixed salary and percentage of 
profits exceed those for the years 1941 
and 1942. Is Treasury approval neces- 
sary? There was no change in the con- 
tract terms since October 3, 1942.” 


A.—You have the same question 
there; the percentage of profits ar- 
rangement. It can’t exceed the limita- 


tions set forth in your pamphlet here. - 


Go in for approval on that. Set forth 
all the facts. Build up your case on the 
things that work out and you have a 
chance, if they are reasonable, that they 
will approve it. 


Q.—"“Would the Treasury Depart- 
ment approve an increase for supervisors 
which would be conditional upon the 
Supervisors working more than a stated 
number of hours overtime per week if 
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the increased was not measured by the 
actual number of overtime hours?” 

A.—They would probably approve an 
increase in that case. As I have said be- 
fore, the Treasury will approve an in- 
crease above a range or above a rate in 
the case of merit. If people are going 
to work longer hours and you are going 
to have some control over the number 
of hours, they will, undoubtedly, allow 
a greater amount to be paid to these 
employees during the continuance of 
their working longer hours, without re- 
gard to a rate determined by the number 
of hours which they work. 

Now, whether you get the rate based 
on the number of hours or whether they 
work out a merit increase with no direct 
relation to hours, it may come out pretty 
much the same. In the latter case, you 
won't be tied down to the number of 
hours. They probably would approve 
something fairly substantial in the case 
of people below $5,000, something me- 
dium from five to $7,500, and not a 
great deal above $7,500. 


Q.— "Section 4002.1 of the Regula- 
tions of the Economic Stabilization Di- 
rector requires the salary payments to 
be computed on an annual basis to de- 
termine jurisdiction of the Board and 
the Commissioner. This clearly indi- 
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cates that the computation is to be made 
at the time application for approval is 
to be made. The Commissioner, how- 
ever, has apparently assumed jurisdic- 
tion over salesmen whose base salary 
and commissions for the year immedi- 
ately preceding the date of application 
totaled more than $5,000. This is ob- 
viously not a computation at the date of 
application.” 

A.—I had that question up recently 
with the Treasury Department. Evi- 
dently, the way they are figuring it out 
is this. Wherever you have a percentage 
of profits or a percentage of the sales, or 
any other percentage involved, added to 
the base salary, you don’t know until 
the end of the year what the total com- 
putation is going to be, and the only test 
they can take is to go back to the year 
preceding. For example, if the employee 
received more than $5,000 for 1942, he 
would be under Treasury during the 
year 1943. Let’s say the total compensa- 
tion for 1943 dropped down because of 
less profits or less sales to $4,900; then 
he would drop back into the Commis- 
sioner’s jurisdiction. If next year he 
came up again, he would go back to 
Treasury. The only practical approach 
they can take is to lcok to the preced- 
ing year’s earnings. 


Does Contingent Tax Liability Exist 
on Unrealized Gross Profits 


The question whether a contingent 
tax liability exists on unrealized gross 
profits was discussed in a recent report 
on the treatment of unrealized gross prof- 
its in the balance sheet, prepared by Sam- 
uel S. Davis, chairman of the Control 
and Management Division of the Na- 
tional Retail Furniture Association and 
comptroller of Michaels Brothers, Brook- 
lyn, New York. 

In the conclusion of the nine-page 
mimeographed report Mr. Davis declares 
that “whether or not a contingent liabil- 
ity for federal income taxes exists on un- 
realized gross profits, has always been a 
debatable question. It is the writer’s opin- 
ion that no such contingency can accu- 
rately be computed and resolved into re- 
liable figures for balance sheet presen- 
tation. 

“If abnormal conditions or concrete 
facts are established, which in the opin- 
ion of the management would tend to 
create a contingent tax liability, then I 
would certainly recommend that it be de- 
termined by facts and figures submitted 
by the management. Each and every case 
is different. I fail to understand how one 
formula might apply correctly to every 
case. 

“Since the Revenue Act of 1918, when 


the installment basis of reporting income 
was first permitted, and up to date, by ex- 
perience has shown that in a progressive 
organization the earned profits are larger 
than the taxable profits. 

“Contingent liabilities are those liabil- 
ities which become definite liabilities in 
the future only in the case of definite oc- 
currences which may or may not transpire. 

“In the case of unrealized gross profits, 
the only tax contingency may exist if a 
part of or the total of the unrealized 
gross profit at the beginning of the year, 
were realized in the next year. This prac- 
tically means partial or total liquidation. 

“Even though the amount of reduction 
in unrealized gross: profit is determined, 
it is equally important to evaluate other 
factors, which might tend to create a 
current operating loss to be applied in 
reducing the taxable income on the in- 
stallment basis. This condition might wipe 
out a contingent liability which, on the 
surface appears to be quite reasonable. 

“The point has been well taken that 
the entire surplus is a reserve for con- 
tingencies. 

“In the case of corporations, the Board 
of Directors is charged with the liability 
for declaring any illegal dividend. There- 


(Please turn to page 84) 








Wartime Challenge to Financial 


The challenge to us as controllers, at 
this time, is too great for us to dismiss 
lightly. Never before in the history of 
our civilization has there been such a 
need for the services of controllers, and 
out of this war period controllers will 
emerge as a very important part of the 
financial business management of the 
country. 

Management has found that without 
the necessary facts and figures it is a crea- 
ture of helplessness, floundering upon the 
rocks and shoals of economic difficulties. 
With accurate facts and figures, manage- 
ment is well fortified. It can predict 
trends, take advantage of favorable fac- 
tors and avoid many pitfalls which may 
be imminent. Not only is management 
assisted in the formulation of its own 
plans, but it is placed in better position 
to orient itself with respect to its stock- 
holders, the public and the government. 

Ours is a complicated civilization at 
this time and the information which can 
be assembled and distributed by the con- 
trollers of tomorrow will go a long way 
toward helping management meet the 
challenge which is now being boldly made 
to all business to do a better job for all 
sections of the public which it serves. 

Over a period of years, ending with 
the present war period, controls have 
been pretty well set up. Restrictions of 
all kinds prevail. We have laws with 
respect to the employment and treatment 
of our personnel. We have laws with 
respect to the quality which must be main- 
tained in our products. We have laws 
with respect to monopolistic prices. In 
the realm of government we have the 
same restrictions. During the war period 
we have more or less willingly yielded to 
numerous controls which were considered 
necessary for the successful prosecution 
of the war. Many have seemed somewhat 
unsatisfactory, and others almost unneces- 
sary, but the nation as a whole has yielded 
gladly and willingly. 

The pressing problem at this time is 
how to use these controls properly to ac- 
complish the most for the largest number 
of people and to make certain that they 
do not run away with our business and 
financial system. In other words, our 
effort is now to control the controls. The 
question is, shall we control or be con- 
trolled ? 

In the building up of any system of 
controls there is a vast reservoir of power 


Mana gement 
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and authority. If this is not properly con- 
trolled we will be plunged into the chasm 
of bureaucratic supervision and confu- 
sion. As we have increased the engine 
power of automobiles, we have improved 
steering wheels and brakes. As we in- 
crease the power of controls we must de- 
vise the necessary brakes to control them 
perfectly for guiding our activities in 
legitimate channels and putting on the 
brakes when these controls become mere 
shackles for free and legitimate business. 
There are three things which I want 
to present for your consideration. I do 
not want to be theoretical only, and, 
therefore, I give you three practical ways 
in which you may help to meet the war- 
time challenge to financial management. 


SERVE YOURSELF AND YOUR COMPANY 


First of all, serve yourself and your 
company. I place this thought first be- 
cause selfishness always has the strongest 
appeal and can always be understood. No 
surer way could be found for improving 
yourself than to broaden your own view- 
point and acquire all the technical knowl- 
edge you can with respect to your own 
work and the operations of your own 
company. You can compile facts and fig- 
ures and show the way many activities 
should be carried on by your company. 
At the same time you can point out dan- 
ger signals when it looks as though some 
danger is imminent. You can also make 
a special study of the wartime influences 
now prevailing and show the importance 
of favorable treatment by the government 
if we are to stop the confiscation of busi- 
ness concerns by improper settlements of 
war contracts, either cancelled or renego- 
tiated, unjust taxation, and the like. You 
can also familiarize yourself with pension 
plans, insurance plans and _ procedures 
under the social security law, securities 
and exchange law, and other govern- 


mental regulations. Finally, you may be 
fortunate enough in being allowed to serve 
on your company’s postwar committee. 

I have always emphasized the grass- 
roots approach to our postwar problems 
and I think one of the most effective 
ways of handling this problem on the part 
of each individual company is to have a 
postwar committee. It will be mutually 
helpful to you and to the company to 
be on such a committee. You can help co- 
ordinate the information received from 
various departments and at the same time 
broaden your own knowledge and make 
yourself more useful. Word received by 
us indicates that many controllers are 
serving on these postwar committees, fre- 
quently as chairmen, and I only hope that 
your position and your work will be such 
as to warrant the placing of many of you 
on these committees. 

Another very useful thing you can do 
for your company is to assist in what 
might be called the personnel work. There 
is no one in better position to sell one’s 
company to its employees than the con- 
troller. He knows the soul, the aims, and 
the ambitions of the management of his 
company, and knows that they are essen- 
tially honest and are rendering a service 
to their community. The masses generally 
however do not understand this and are 
inclined at times not to trust business. 
Even our own employees are not always 
entirely loyal and management must real- 
ize the necessity of “‘selling’’ them on the 
aims and policies of the company; not by 
flashy advertising, but by deeds. 

We must show wisdom in such things 
as hiring, paying, advancing, and giving 
employees good treatment. Wage policies, 
insurance plans, benefits, and such are go- 
ing to be given great consideration in the 
future by employees and our future han- 
dling of these things will go a long way 
toward persuading our own employees 


(Please turn to page 76) 








“SHALL WE CONTROL OR BE CONTROLLED?” | 


Mr. Naylor, president of The Controllers Institute of America, and 
vice president and controller of Pet Milk Company, here points to an 
important development: we have developed a myriad of controls in 
this nation, now we must achieve control of the controls! This paper 
was prepared for presentation at the Tenth Anniversary Meeting, on 
December 13, 1943, of the Chicago Control of The Institute. 


—THE EDITOR 
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Accounting for Accrued Cost of 
Exhaustion or Wear and Tear 


If we accept the hypothesis that the 
purpose of accounting is to reflect accu- 
rately the facts of the conduct of a busi- 
ness, then we can use this criterion to 
judge any accounting method. What are 
the essential facts which govern the cost 
of using and maintaining plant assets? 
Let us consider a few examples and then 
examine the accuracy with which existing 
and proposed accounting methods reflect 
their cost. 

The first example is a reinforced con- 
crete mill building with a tar and gravel 
roof. Bulletin F of the Bureau of Internal 
Revenue predicts a life of 60 years for it 
if it houses a machine shop. That must be 
based on obsolescence because the roof 
and floor surfaces are the only parts of 
the building subject to exhaustion or wear 
and tear. 

Exhaustion due to the action of time 
and the elements limits the life of the 
roof to about 20 years so the building 
must have three roofs during its life. 

Floor surfaces wear out from the grind- 
ing of truck wheels, the scuffing of work- 
ers’ feet and the erosion from floor scrub- 
bers. This wear is a function of use, not 
time, and is measured by hours of opera- 
tion. If the floor will withstand 36,000 
hours of wear, it should be replaced in 9 
years if the shop runs 80 hours a week 
and in 6 years if it runs 120 hours a week. 

The second example is electric motors 
which rarely, if ever, wear out. Arma- 
tures have to be rewound at intervals de- 
pending on their use. Shafts and bear- 
ings wear out and must be replaced. Ex- 
haustion or wear and tear occasioned by 
service necessitate these renewals or re- 
placements. The life of the motor frame 
is probably limited only by obsolescence. 

The third example is the cotton carding 
machine. Apparently this machine, known 
in the industry as a revolving flat card, 
never wears out. The bearings do and 
should be replaced after about 50,000 
hours of use. The wire clothing of the 
working parts, the licker-in, main cylin- 
der, doffer and the flats should be re- 
placed after the same period of service. 
The machine as a whole will operate efh- 
ciently if these repairs are made when 
necessary. When better cards are de- 
veloped, obsolescence will determine its 
useful life. There have been no substan- 
tial improvements in cotton cards in the 
last 40 years and we know of none pend- 
ing. That means that replacements must 
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be made several times during their useful 
life. 

Most plant assets have certain charac- 
teristics in common with these examples. 
Generally there are certain parts which 
are subject to exhaustion or wear and tear. 
Maintenance consists of repairing or re- 
placing these parts, often several times 
in the life of the asset. Obsolescence gov- 
erns the life of the whole asset. 

Now let us see whether accepted meth- 
ods accurately account for the condition 
described. The absolute measure of ade- 
quacy of accounting methods is whether 
they give management and owners a cor- 
rect appraisal of the results of operations 
in the period under review. Such an ap- 
praisal will be correct only to the extent 
that accurate current costs are set against 
current income. If the basis authorized 
for determination of taxable income under 
the Internal Revenue regulations fails to 
provide for what Congress calls ‘‘a rea- 
sonable allowance for the exhaustion, wear 
and tear’ of assets used in the business, 
then statutory authorization should be 
granted for a basis which does. It is not 
sufficient if a method will eventually work 
out the correct total charges to income 
during the life of the assets used. Such a 
method would avoid inequities only if the 
total combined tax rate always remained 
the same and the taxpayer always had a 
taxable profit. The first of these two con- 
ditions is an improbability, the second 
one a rare probability and the conjunc- 
tion of the two an impossibility. The in- 
equity of an inadequate charge to income 
under present war conditions and high 
taxes might amount to virtual confiscation. 
These, then, are the standards against 
which we should judge the methods. 


DEPRECIATION COMBINED WITH 
ORDINARY REPAIRS 


Depreciation and ordinary repairs must 
be considered together because each is 


properly dependent upon the other. In 
the Accounting Review of December, 
1941, Carl Devine, Instructor in Account- 
ing at the University of Kansas City, gave 
this definition :— 

“The ordinary repair... . (is) the replace- 
ment of items whose differing lives were not 
considered in setting the composite deprecia- 


tion rate, i.e., the periodic charge for depre- 
ciation was not calculated to cover these items.” 


Section 19.23 (1) 1 of the income tax 
regulations states that in arriving at de- 
preciation rates, “Due regard must also 
be given to the expenditures for current 
upkeep.” 

The Treasury Department requires that 
depreciation be computed in accordance 
with T. D. 4422, that is, that the ex- 
pected useful life of the asset be deter- 
mined from experience. The Treasury De- 
partment publishes in Bulletin F a very 
complete schedule of estimated useful 
lives of various assets for those taxpay- 
ers whose own experience does not prove 
otherwise. 

This method certainly implies the as- 
sumption that there will prevail through- 
out the remaining lives of the existing 
assets, the same practice with respect to 
maintenance as that which prevailed 
throughout the lives of those assets which 
were used to determine the estimated use- 
ful lives, by the taxpayer from his own 
records or by the Treasury from whatever 
records may have determined its estimates. 
There is implied also the conception that 
the repairs which are made in a period 
will make good the amount of exhaus- 
tion or wear and tear which is incurred 
in the period. The validity of the method 
is subject to question if repairs are de- 
ferred or if they do not make good cur- 
rent wear and tear. 

The Internal Revenue Code says, “In 
computing net income there shall be al- 





by Congress. ”’ 





TAX-FREE RESERVES ARE NEEDED 


In this paper presented at the December 21 meeting of the Boston 
Control of the Controllers Institute of America, Mr. Winter makes a 
most effective case for tax-free reserves for accrued exhaustion. As 
the author, who is controller of Nashua Mfg. Co., Nashua, New 
Hampshire, states: ‘It merits serious consideration by business and 
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‘“Depreciation—a reasonable allowance 
for the exhaustion, wear and tear (includ- 
ing a reasonable allowance for obsoles- 
| ae s 

I believe that the words “‘a reasonable 
allowance for exhaustion (or) wear and 
tear” express the intention of Congress 
and that the caption “Depreciation” was 
used only because no other method was 
known. It is my opinion that deprecta- 
tion provides primarily for obsolescence 
and only secondarily for exhaustion or 
wear and tear. The depreciation of parts 
subject to replacement recovers only the 
original of several costs. The charge 
which is spread over the entire life of 
the asset bears no relation to the rate at 
which the asset is consumed. 

The famous one horse shay is the only 
example I have been able to discover of 
an asset, the useful life of which was de- 
termined solely by exhaustion or wear and 
tear. It is significant that this is the 
whimsey of a poet and is funny because 
it is ridiculous. If there is any type of as- 
set which has a life determined by wear, 
tear or exhaustion it will be some other 
type of vehicle such as automotive equip- 
ment. It certainly does not apply to rail- 
way rolling stock as you :an readily ob- 
serve if you stand along our railway lines. 
A recent magazine article said that the 
famous old engine No. 999 of the New 
York Central which broke the world’s 
record for railway speed in 1893 when 
it pulled the Empire State Express 11214 
miles an hour is still in operating condi- 
tion and ready to pull four cars any day 
it may be needed. Some of the railroad 
cars on which we ride nowadays were 
long ago retired from service. They were 
not worn out because they are now run- 
ning. Possibly automobiles and_ trucks 
wear out. Doubts about this arise in 
one’s mind when he encounters Model T 
Fords on the highway and when he sees 
some of the trucks which are now trans- 
porting war production. 


REASONS FOR RETIREMENT 


Now and then the excessive cost of 
repairing parts subject to wear and tear 
may result in the retirement of an asset. 
Such a retirement might be attributed to 
wear and tear. Generally, however, assets 
are retired because they are obsolete. Old 
999, the locomotive previously mentioned, 
was retired because a locomotive which 
could pull only 4 light cars was obsolete 
to do the work required of modern loco- 
motives. The railroad passenger coaches 
which have been pressed into service were 
retired because they were obsolete from 
the standpoint of passengers’ comfort and 
safety. Better railroad coaches were de- 
manded by the traveling public. The old 
style automobiles were retired because 
better automobiles were built and so were 
trucks. 
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Buildings are demolished when com- 
petitive conditions require better factory 
layout, better arrangement for movement 
of materials, better lighting or better lo- 
cation with respect to transportation fa- 
cilities, markets or supplies of labor or 
materials. 

Machinery is retired when better ma- 
chinery is available and competition forces 
its adoption. Corapanies have been known 
to take such good care of their obsolete 
machinery that they have been forced 
out of business. 

Ordinary repairs plus depreciation will 
represent this expressed ‘‘reasonable al- 
lowance for exhaustion (or) wear and 
tear” only in an ideal, theoretical situa- 
tion. If a taxpayer owns a large num- 
ber of identical machines, say 1000 of 
them, and the rate of operation is such 
that those parts subject to wear and tear 
will run 10 years without replacement 
and that the age and condition of all 
these machines is such that exactly 100 of 
them are repaired each year, and that re- 
tirements and additions are equal, then 
the cost of repairs plus depreciation will 
exactly make good the exhaustion or wear 
and tear of that block of machinery. Prob- 
ably this ideal condition of perfect stag- 
gering of the need for repairs never oc- 
curs. 

This further assumes that no conditions 
arise to prevent the making of such re- 
pairs when they are due. Certainly all- 
out production for war does this. Prob- 
ably the operation of the ordinary busi- 
ness cycle does so to a lesser degree. 

The question may be asked, how is it 
possible to continue to use the asset if 
repairs which should be made are de- 
ferred? Perhaps a further analysis of our 
examples will answer this question. As 
the tar and gravel roof nears the end of 
its 20 year life, occasional leaks develop. 
For a time it is economical to repair these 
with tar patches. Eventually these leaks 
become so numerous that it is more eco- 
nomical to renew the roof surface. If this 
time comes when the plant is exerting 
every effort to get out production, the 
maintenance crew will be busy with emer- 
gency jobs which cannot be postponed. 
An epidemic of leaks in the roof is re- 
ported and the boss mechanic will send 
a workman to make temporary repairs 
with the tar pot even though he knows 
that the roof ought to be resurfaced. He 
knows that the condition of the roof is 
such that new leaks may be caused wher- 
ever the workman treads but he has no 
choice so he ‘‘fixes it up and makes it do.” 

Floors may need resurfacing but pro- 
duction will not be stopped so machines 
can be moved to replace floors except to 
prevent certain disaster. 

Electric motors are usually rewound 
when the coils show evidence of excessive 
deterioration to prevent interruption of 
production which results when a motor 


burns out. This practice cannot be fol- 
lowed when plants are operating at ca- 
pacity. Instead motors are operated until 
they fail. The result is that the average 
condition of motors is far below normal 
at the end of such a period. 

Cotton cards in operation mean pro- 
duction even at reduced efficiencies. The 
boss carder will run his cards beyond the 
point where repairs are mecessary even 
though he does so at a sacrifice of qual- 
ity and efficiency. Then at the first oppor- 
tunity he will use all available skilled 
help to catch up on his card maintenance. 

He does this for several reasons as do 
the master mechanics in the other exam- 
ples cited. It creates extra work in inactive 
periods for the key skilled men in his 
organization and holds them in the busi- 
ness when lack of work otherwise might 
result in losing them. He knows that he 
will get better work from his good men 
when there is time for them to do a real 
job. Finally, the management properly 
will not let him have a permanent force 
big enough to handle the peaks. 


EFFECT ON TAXES 


What is the effect of this on taxes? If 
the only proper method of accounting for 
maintenance is through charges of expend- 
itures to repairs, then in periods of high 
production, which are usually accom- 
panied by profitable operation and tax- 
able income, charges to repairs are less 
than the actual value of exhaustion or 
wear and tear incurred in achieving that 
production and, therefore, profits are 
overstated and some of the incurred costs 
are dissipated in taxes. In the following 
periods of slack business when profits are 
less, or absent, the actual expenditure for 
repairs charged against income is greater 
than the value of exhaustion or wear and 
tear actually resulting from the operations 
of the period. Generally these excessive 
charges against income do not result in 
an offsetting tax benefit because no taxes 
are due or would be in a lower tax 
bracket. 

War production emphasizes another de- 
parture from the ideal condition. There 
has been much expansion of productive 
facilities and installation of new equip- 
ment due to conversion or expansion. 
Those parts of this equipment which are 
subject to wear and tear or exhaustion 
have not been in operation during a pe- 
riod long enough to require replacement. 
Therefore, repairs in such cases are not 
making good the wear and tear which is 
taking place. Moreover, where large 
blocks of new equipment exist the con- 
dition of perfect staggering is not present 
and so repairs will not be disturbed in 
proportion to the wear and tear incurred, 
even in the future. 

We had installed just before new ma- 
chinery was frozen a battery of new spin- 
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ning frames. We estimate that these 
frames may be obsolete in 25 years. How- 
ever, the spindles, rings, bolsters, rolls, 
roll necks and the driving mechanisms 
must be replaced several times in the life 
of these machines. Suppose that the life 
of a spindle and bolster is 25,000 hours 
of operation for the type of work and at 
the speed at which we run them. We are 
now operating them 139 hours a week 51 
weeks of the year with occasional holi- 
days, which amounts to about 7000 hours 
of operation per year. 

At that rate of operation, if sustained, 
new spindles and bolsters will have to be 
ins’ Iled after about 314 years. Right now 
they are comparatively new frames and 
occasion practically no maintenance of 
this type. If they operate at their present 
rate for another year and a half or two 
years, new spindles and bolsters will be 
necessary. 

If the war ends before repairs are due, 
and there is a recession in business, the 
replacement of those spindles and bol- 
sters will be done in a period when we 
may not be subject to excess profits taxes. 
Yet there has been no adequate charge 
against gross income to cover the cost of 
wear and tear incurred in operations since 
the machines were acquired. 

The last example illustrates what must 
happen to some extent in every business. 
Actual repair charges, even when they are 
not deferred, will not be spread over all 
periods in proportion to the incurred cost 
of exhaustion or wear and tear if there 
are not enough machines of a type or if 
whole batteries of machines are the same 
age. 

What means have we for increasing the 
charge to gross income when maintenance 
does not make good the exhaustion or 
wear and tear incurred? There is only 
one means permitted by the Bureau of 
Internal Revenue. That is accelerated de- 
preciation. 


ACCELERATED DEPRECIATION 


Bulletin F (revised January, 1942), 
page 3, stated under the heading ‘“Un- 
usual conditions; abnormal deprecia- 
tion” :— 


‘It is recognized that the useful life of 
some depreciable property, or items thereof, 
may be affected by a radical increase or de- 
crease in plant activity, or diversion in use, 
extending over a period of time so that de- 
preciation in excess of, or less than, the 
amounts allowable under normal operating 
conditions or use may be sustained. Such in- 
crease or decrease in depreciation is depend- 
ent upon the decrease or increase, respectively, 
in the normal useful life resulting from the 
exceptional operating conditions or use. How- 
ever, where factors of obsolescence and in- 
adequacy and decay control the useful life of 
property, no increase or decrease from normal 
epreciation will be allowed. Any modifica- 
tion of normal depreciation, therefore, must 
be confined to those items the useful lives of 
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which are controlled by the factor of use or 
wear and tear. Moreover, since accelerated 
use of property is almost invariably accom- 
panied by an increase in maintenance and re- 
pair charges, accelerated depreciation is allow- 
able only to the extent that such maintenance 
and repair fail to arrest acceleration of de- 
preciation.” 


The information which the Bureau re- 
quires of taxpayers claiming abnormal 
depreciation is very complicated. It was 
described in a letter by one manufacturer 
as “some... . data with reference to 
each particular machine in the mill which 
data is substantially impracticable to ob- 
tain.” He added the further pungent com- 
ment “such data was not considered at 
the time the normal rate... . was fixed. 
.... In essence, the accelerated depre- 
ciation is allowed on that percentage of 
the dollar value of the asset which is re- 
tired on account of wear and tear after 
eliminating the following: 


(1) the percentage of the dollar value the 
life of which is not affected by use (2) the 
percentage of dollar value representing wear- 
ing parts which are maintained in good op- 
erating condition by replacement of minor 
parts through current yearly expenses and on 
which use is a minor factor as affecting total 
useful life and (3) the percentage of dollar 
value retired for obsolescence. 


Suppose we take a very liberal inter- 
pretation and assume that we can accel- 
erate depreciation on all of the parts sub- 
ject to cyclical replacement for wear and 
tear. An example will show whether the 
result will equal the cost of wear and tear. 

The original cost of a revolving flat 
card previously mentioned is $1,525. The 
cost of replacement of the parts enumer- 
ated is $351.28 and their life is estimated 
at 50,000 operating hours, resulting in a 
cost of .70256 cents per operating hour. 
We are operating these cards at the rate 
of 139 hours per week, 51 weeks per year, 
which is about 7,000 hours per year. 
Therefore, the incurred cost of wear and 
tear is $49.18 (7000 XX .70256c) per 
card per year. Bulletin F attributes to 
cotton cards a life of 40 years. Prior to 
the NRA in 1933, textile machinery gen- 
erally ran 54 to 56 hours per week. Since 
Bulletin F purports to be based on his- 
torical data and probably prior to the is- 
suance of T. D. 4422 in 1934, then it 
must be presumed that it means 40 years 
at 54 to 56 hours a week or approxi- 
mately 2,800 hours per year. 

The present rate of operation is thus 





; 7000 
2, times 
2800 
the rate set forth in Bulletin F. 
The percentage of dollar value subject 
to wear and tear according to our most 
liberal interpretation is 23 per cent. 


$251.28 
(1525.00) 

The total depreciation at regular rates 
is $38.12. 


) that contemplated in 
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Therefore, the regular depreciation on 
that percentage subject to wear and tear 
is $8.77 (23 per cent. of $38.12). The 
accelerated depreciation would be $21.92 
(24% X $8.77). This falls far short of 
the incurred cost of $49.18. Moreover, 
the timing of the adjustment is entirely 
wrong. If the card has ten years of re- 
maining life we have merely charged off 
now some of the depreciation due nine 
and ten years hence. The profits are over- 
stated now. They will be understated in 
the year when the replacement is made 
and they will be overstated nine and ten 
years from now. 

This might be considered a special case 
but it can be demonstrated mathemati- 
cally that accelerated depreciation cannot 
equal the cost of wear and tear of parts 
subject to replacement one or more times 
in the life of the asset. Accelerated depre- 
ciation is computed by dividing the cost 
of parts subject to wear and tear by the 
life in years of the asset of which they are 
a part and multiplying this result by the 
ratio of the current to the normal oper- 
ating hours. This can be expressed in an 
equation as follows: 

Accel. dpn. = 
Cost of parts x Current hours per year 
Life of asset (in years) x Normal hours per year 





The denominator multiplied out represents the 
life of the asset in terms of normal operating 
hours, so the equation may be further simpli- 
fred 

Accel. dpn. = 

Cost of parts x Current hours per year 
Life of asset in normal operating hours 





The cost of wear and tear is computed by di- 
viding the cost of the parts by their operating 
life in hours (to obtain unit cost per hour) 
and multiplying the result by the current op- 
eration hours. The equation ts: 


Cost incurred = 
Cost of parts x Current hours per year 


Life of parts (in hours) 





Now compare these equations. The nu- 
merator is the same in each but in the 
first the divisor is the life of the asset in 
hours and in the second the life of the 
parts in hours. It must be clear that ac- 
celerated depreciation can equal the in- 
curred cost only if these denominators are 
equal, that is, that the life of the parts 
is equal to the life of the asset. Obvi- 
ously, this cannot be so because the parts 
are subject to replacement. If the life 
of the parts is half the life of the asset, 
the incurred cost will be twice the amount 
of accelerated depreciation and so on. 

Moreover, the method has a further 
deficiency which we may as well face. It 
makes no provision whatever for the in- 
curred costs of wear and tear on fully 
depreciated assets and very little pro- 
vision on assets on which the life has been 
extended to correct for over-depreciation 
in former years. The Treasury Depart- 
ment seems to feel that this is the de- 
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served punishment of a sinner. That point 
of view ought to be challenged. Histori- 
cally the change in philosophy concern- 
ing accounting for fixed assets has been 
influenced principally by the rulings of 
the Bureau of Internal Revenue. Prior to 
the era of income taxes, business in good 
faith strove to give a conservative valua- 
tion to its fixed assets by charging off de- 
preciation rapidly. Emphasis was on the 
balance sheet position and it was thought 
undesirable to state plant values above 
their resale price. 

This philosophy injured nobody when 
income was not taxed. When the govern- 
ment became a partner in the profits this 
matter of depreciation became a matter 
of concern chiefly to the government and 
it made the rules. The fixed asset and de- 
preciation reserve accounts of business ar- 
rived at their present status under the 
rules made by and with the approval of 
the government tax authorities. Those 
of us who have been long in business and 
have over-depreciated in low tax years 
with the approval of the authorities 
would be very thankful if the present 
philosophy had prevailed throughout the 
life of our existing assets. Nevertheless, 
there are still costs incurred for mainte- 
mance on machinery which we can no 
longer depreciate and there ought to be 
some provision for it in times when or- 
dinary repairs which would make good 
this wear and tear must be deferred. 

A number of accountants and business 
men would meet this situation by in- 
corporating in the mew tax law a pro- 
vision for deferred maintenance. 


DEFERRED MAINTENANCE 


Deferred maintenance has been de- 
fined by Earl A. Sailers, Professor of 
Accounting at Louisiana State University 
in his book entitled ‘‘Depreciation; Prin- 
ciple and Application” as follows: 


“Deferred maintenance is the measure of neg- 
lect to make all ordinary repairs such as are 
necessary to keep a plant in good running 
condition. .... Such accrued repairs may be 
given proper consideration by charging current 
maintenance and crediting a deferred main- 
tenance reserve. When later on the repairs 
are made they are charged to this reserve.” 


Note that this definition means that de- 
ferred maintenance represents the repairs 
which you do not do. The difficulty of 
administering such a procedure is due 
to the negative approach. It, obviously, is 
difficult to determine the cost of those 
things left undone which ought to have 
been done. 

The Interstate Commerce Commission 
on August 31, 1942 approved the inclu- 
sion of deferred maintenance as an oper- 
ating expense in the amendments to its 
uniform system of accounts for electric 
railways. In so doing it provided for the 
funding of the reserve in United States 
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Treasury securities. This approval has 
primarily to do with accounting for the 
purposes of rate setting and does not carry 
the sanction of the Bureau of Internal 
Revenue. It is probably more practicable 
for common carriers, which have long 
been subject to the ministrations of the 
Interstate Commerce Commission, to de- 
termine the amount of repairs which they 
have not done because they have been ac- 
customed to budgeting their maintenance 
work very accurately for a long period of 
time. 

The Pennsylvania Public Utility Com- 
mission has advised the utilities under its 
jurisdiction to recognize deferred mainte- 
nance in their operating reports and has 
warned them that charging excessive post- 
war maintenance costs which result from 
not so doing shall not be offered as argu- 
ments in support of postwar increases. 

It is interesting to note that in the an- 
nual report of the Louisville and Nash- 
ville Railroad for the year 1874, the Vice 
President and General Manager, made the 
following statement: 


“To make the annual report of a railroad 
company valuable, the accounts of the com- 
pany should be so kept as to show the ex- 
pense due to that year’s operations. For that 
purpose an account should be opened which 
might be called ‘renewal account’ and to which 
should be credited or charged the difference 
between the estimated cost of operating ex- 
pense due to the year’s work and the operating 
expense actually incurred during that year. 
... . The balance of this account at the end 
of the year will be a proper charge against the 
revenue account.” 


This shows that the problem is not new 
and is not confined to conditions which 
prevail during the present world war. 

A recent advertisement of the Nickel 
Plate Railroad published in June 1943 
makes an eloquent plea for the allow- 
ance of tax-free reserves for deferred 
maintenance. Many other pleas for the 
recognition of deferred maintenance 
might be quoted. One of the most per- 
suasive is offered by Prof. W. Arnold 
Hosmer of the Harvard Business School 
in an article entitled ‘Problems in the 
Funding of Tax and Other Reserves” 
published by the NACA in a bulletin 
dated May 1, 1943. This is particularly 
interesting because Prof. Hosmer suggests 
a solution to the difficulty of its adminis- 
tration. I would like to quote the perti- 
nent passages in his article, “Reserves for 
Deferred Maintenance.” 


“Reserves for deferred maintenance are not 
widely used. The reason is not far to seek 
since in most industrial enterprises there is in 
normal times little deferred maintenance, and 
therefore little reason to use such a reserve. 

“It is possible, however, that in these un- 
usual times a considerable volume of deferred 
maintenance 1s being built up. To the extent 
that it is, income ts being overstated in cur- 
rent periods if no reserve is used and heavy 
charges will be made against operations in fu- 
ture periods when the maintenance expendt- 
tures actually are made. It is difficult to esti- 


mate the amount of deferred maintenance, but 

it will probably be $1 billion by the middle of 

1943 and $2 billions a year later, and may be 

twice as much if the pressure on our indus- 

trial equipment and the difficulty of doing 
maintenance work both increase. 

“Unfortunately it is not possible under the 
present income tax law to use reserves for de- 
ferred maintenance in determining taxable in- 
come, with the result that such income is over- 
stated to the extent that deferred maintenance 
exists. 

“It would be highly desirable if a realistic 
provision for dealing with deferred mainte- 
nance could be incorporated in the new tax 
law. It is difficult for a management to de- 
termine how much of this deferred expense 
exists and doubly so to establish an amount 
which would stand up in tax proceedings. 

“A simple method would be to permit a 
company to charge deferred maintenance as an 
expense in any reasonable amount and credit 
a special reserve under the following condi- 
tions: 

1. That an equivalent amount be invested in 
United States bonds and held until the cash 
is needed for maintenance expenditures. 

2. That all charges to the reserve shall be for 
maintenance which would ordinarily be per- 
mitted for tax purposes. 

. That any balance remaining in the reserve 
be returned to taxable income not later 
than five years after the end of the war. 


Ww 


This method protects the interests of the 
Government in that it would get the cash 
now and would ultimately get the reve- 
nue. It would enable business firms to 
set up reserves for deferred maintenance 
where it exists, without charging the all 
too slender surplus after taxes. If it were 
permitted for tax purposes, some com- 
panies might be able to defer additional 
maintenance until the end of the war, 
saving steel and other critical materials 
now and using them later when steel pro- 
ducers and others will need orders. 


“The test above is based on the use of the 
related funds, not on highly complex questions 
about the condition of the property. Of course 
there are difficulties, but with tax rates as high 
as they now are, business should be permitted, 
on as simple a basis as possible, to charge all 
valid expenses before the determination of 
taxable income.” 


Business would certainly welcome the 
relief provided by Prof. Hosmer’s sug- 
gestion. The method is, however, sub- 
ject to two serious objections as a com- 
plete corrective. One of these, and it ts 
a very important one in this present 
emergency, is inherent in the definition 
of deferred maintenance. It makes no 
provision for the cost of wear and tear 
of new machinery not yet subject to te- 
placement repairs. This objection must 
apply to many expanded or converted wat 
plants. The second objection is that the 
method suggested and the time limit 
which makes possible the return of un- 
spent funds to taxable income apply only 
to the war emergency. It makes no pfo- 
vision for the continuing effect of de- 
ferred maintenance caused by the opera- 
tions of the normal business cycle. 

Prof. Hosmer’s solution is predicated 
on the difficulty of determining the 
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amount of ordinary repairs which are not 


done. It is easy to agree with him on that | 
But there is another conception - 


score. 
which we think is not subject to that ob- 
jection. There is a positive approach 
based on the determination of the amount 
of accrued wear and tear as illustrated in 
the example of the cotton card given 
above. 

Another example may serve better to 
illustrate the method. This example is 
based on the cotton spinning frame. A 
coarse, weak strand of cotton called rov- 
ing is drawn and twisted in a spinning 
frame into a fine strong strand of yarn 
suitable for weaving into cotton cloth. 
The operation is continuous but really 
consists of two successive operations. The 
first is a drawing operation performed by 
the draft rolls and consists in drawing 
the fibres lengthwise in the strand, there- 
by decreasing its size. The second stage 
of the operation consists in twisting the 
strand which increases the mechanical 
strength of the yarn. The work done by 
a spinning frame is light but is done at 
very high speed. Its efficiency depends 
upon narrow tolerances for the parts in- 
volved. A few of the operating factors 
will illustrate the character of the neces- 
saty maintenance. The front rolls are 
joined together in sections which form 
a continuous and rigid shaft which may 
be 40’ long. Each journal and roll 
throughout this length must revolve ab- 
solutely true and concentric. The rolls are 
about 1” in diameter and the roll necks, 
which are the bearing journals, are about 
5” in diameter. If these necks, or the 
bearings in which they run, are the least 
bit off centre the frame will not spin 
properly. The drafted strand of yarn 
passes through a hardened steel traveler 
which is in the shape of a C and revolves 
freely on a ring which is concentric with 
the spindle. The spindle carries the bob- 
bin on which the yarn is wound and 
operates at speeds up to 9,000 RPM. The 
twist is put in the strand of yarn by the 
turning of the spindle. The traveler re- 
volves about the ring at somewhat fewer 
revolutions per minute than the spindle, 
the difference in revolutions representing 
the turns of yarn upon the bobbin. The 
peripheral speed of the traveler on the 
ting is between 50 and 60 miles per hour. 
This involves wear on both the ring and 
the traveler. Travelers must be replaced 
frequently and it is estimated that rings 
must be replaced after approximately 
25,000 hours of operation. 

It should be evident that these parts 
must be adjusted very accurately to oper- 
ate at such terrific speeds. Some idea of 
the effect of the wear of the traveler on 
the ring can be pictured from the fact 
that the traveler must pass a given point 
on the ring approximately ten billion 
times in this period of 25,000 hours of 
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Rings: Renewed at 25,000 hours 
Material: $.41 per ring x 2 x 216 
Labor of 2 men for one day 
8 hours x $.80 
8 hours x $.74 


Labor cost per frame 
Renecking at 25,000 hours 


New rolls at 50,000 hours 
Material: 

| Labor of 2 
| 12 hours x $.80 
12 hours x $.74 


men for 12 hours 


Labor cost per frame 
| New spindles at 50,000 hours 
Material: 
| Labor of 2 men for 12 hours 
12 hours x $.80 
| 12 hours x $.74 


Labor cost per frame 
Headend 
1 cylinder gear H-2-463 


1 stud gear H-2-462 
| 1 cam shaft 651T-73 
1 fillingcam H-2-293 

or or 

1 warp cam H-2-291 


Cost of material per frame 


Cost of 50,000 hours of operation 





temized Cost of Replacing Wear and Tear 
| of 50,000 ‘ae of Operation of a 216 Spindle Spinning Frame 


$1.20 per section of 6 spdles x 36 sections = 


$5.04 per section x 36 sections 


$2.05 new spindles x 216 


gears and cams renewed at 25,000 hours 


Cost of one hour of operation = $928.52 














Cost per 
50,000 hours 
$177.12 
$ 6.40 
5.92 
$12.32x 2 24.64 
43.20 
181.44 
$ 9.60 
8.88 
$18.48 18.48 
442.80 
$ 9.60 
8.8 
$18.48 18.48 
$ 1.20 
4.76 
2.60 
2.70 
or 
2.55 
$11.18 x 2 22.36 
$928.52 


~ 50,000 = $.01857 








operation. Excessive wear on the ring in- 
creases the friction with the result that 
the yarn breaks. 

It is estimated that rings should be re- 
placed after operating 25,000 hours. Rolls 
should be renecked after 25,000 hours 
and replaced at the end of 50,000 hours, 
in other words, after the renecked rolls 
have operated an additional 25,000 hours. 
Headend gears and cams which are the 
driving mechanisms should be replaced 
after 25,000 hours and spindles and bol- 
sters on which they run should be re- 
placed after 50,000 hours. The cost of 
these repairs is readily determinable. The 
tabulation above gives the summary of 
the cost of repairs for 50,000 hours of 
operation and the cost of incurred wear 
and tear per spindle per hour of opera- 
tion and other related data. 

Similar computations are possible for 
any repairs necessary to make good wear 
and tear or exhaustion. They can be made 
to estimate the incurred cost of wear and 
tear of the electric motors previously 
mentioned, of floor surfaces in factory 
buildings, or of any machinery parts, the 
repair of which is necessitated principally 
on account of wear and tear or exhaustion 
and not on account of breakdown or fail- 
ure. It must be clear that those items sub- 
ject to this sort of repair can be desig- 
nated specifically and the cost of repairs 
computed accurately. Therefore, the ac- 
curacy of the estimate of the incurred 


wear and tear per hour of operation is 
almost wholly dependent upon the ac- 
curacy of the estimate of the number of 
operating hours which will necessitate 
such repairs. Operating men and the 
manufacturers of the equipment have 
much more specific information on this 
subject than they have on the useful life 
of the assets involved. The over-all ac- 
curacy of the estimates is, therefore, much 
greater than the accuracy of estimates of 
depreciation, mostly because of the greater 
amount of experience and the fact that 
the time cycle is much shorter. Moreover, 
the method of accounting suggested in 
connection with such repairs makes pos- 
sible the adjustment of the provision for 
accrued wear and tear on the basis of 
recorded experience. 

It is proposed that operations be 
charged with provision for accrued wear 
and tear computed by multiplying this 
unit cost by the total number of hours 
which the specified type of asset operates 
in the accounting period. The contra 
entry is a credit to a Reserve for Accrued 
Wear and Tear. There should be a sep- 
arate reserve account for each description 
of asset so handled. The actual mainte- 
nance of the specified character would be 
charged to the appropriate reserve ac- 
count. 

There must be a deduction from this 
provision for accrued wear and tear or 
exhaustion, however. This deduction is 
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the amount of annual depreciation which 
applies to the total cost of a repair cycle 
for all of the assets in any group. The 
phrase “‘total cost of a repair cycle” is 
used to mean the total amount of costs 
which entered into the computation of 
the unit cost of accrued wear and tear or 
exhaustion for such assets. This amount is 
$928.52 in the preceding example. The 
amount of annual depreciation which ap- 
plies to the total cost of a repair cycle 
is in direct proportion to the values on 
which depreciation is computed. Thus, 
if depreciation is computed as a percent- 
age of the gross book value, the amount 
of the deduction from the provision for 
accrued wear and tear or exhaustion for 
any group is the same proportion of the 
total cost of a repair cycle as is the an- 
nual depreciation of the total gross book 
value of that asset group. Just as the rate 
method does not result in the correct 
amount of depreciation when assets have 
been acquired second-hand, it does not 
result in the correct amount of adjustment 
in those circumstances. 

The method should parallel that used 
for depreciation. If depreciation is the 
net remaining asset value divided by the 
estimated years of remaining life, then 
the adjustment to accrued wear and tear 
should be the remaining value of the 
total cost of a repair cycle divided by the 
same estimated years of remaining life. 
The remaining value of the total cost of 
a repair cycle, for purposes of this cal- 
culation, is the same percentage of the 
remaining value of the asset account that 
the cost of the repair cycle is of a new 
asset. This is equivalent to multiplying 
the annual depreciation by the ratio of 
the cost of a repair cycle to the cost of the 
new asset to obtain the adjustment. 

The method can be illustrated with 


further data on spinning frames. 
Assume, 300 frames in 
hours per year. 
Total cost of one repair cycle = 
300 x $928.52 = $278,556 


operation, 6000 


Gross accrual = 
300 x 6000 x $.01857 = $ 33,426 

Adjustment 

Where a depreciation rate of 3% is used 
.03 x $278,556 = $8,357. 
Net Accrual $33,426 — $8,357 = $25,069 

Where depreciation is net remaining value 
divided by remaining life of assets, assume 
depreciation for the year $18,100, value of new 
frame $2,200. 
Remaining Value of Total Cost of Repair 
$928.52 
$2200 
Net Accrual $33,426 — $7,639 = $25,787 


Cycle = x $18,100 = $7,639 


This adjustment is necessary lest the 
cost of one of several repair cycles be re- 
covered twice in the life of the asset, 
once through depreciation and _ once 


through accrued maintenance. Stated in 
another way, the effect is to accrue dur- 
ing a repair cycle four-fifths of the amount 
necessary to recover the cost of such re- 
pairs in the case of an asset which is ex- 
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pected to have five cycles during its use- 
ful life. An amount which is inadequate 
to do the necessary repairs will be ac- 
crued unless there are assets in their last 
cycle which will be retired instead of re- 
paired when that cycle is complete. Thus 
the accrual is not complete except in a 
settled plant condition. It is, however, 
adequate for the entire life of the asset 
and is more satisfactory than accelerated 
depreciation for any shorter period. More- 
over, it errs on the side of conservative 
charges to operation. It has the further 
advantage that the accounting for depre- 
ciation is not disturbed. 

In the ideal situation where a perfectly 
staggered settled plant condition exists, 
where the depreciation rates exactly re- 
flect the life of the assets, where the esti- 
mates of incurred wear and tear are cor- 
rect, then the annual charge to operations 
for the sum of ordinary depreciation and 
incurred wear and tear are exactly correct. 
Such an example is shown at Exhibit A. 
Moreover, in this ideal example, if no 
maintenance is deferred, the charge for 
the incurred cost of wear and tear will 
exactly equal the cost of maintenance of 
the designated character and’ there will 
be no balance in the reserve account. 

There would be no reason to adopt this 
procedure if such ideal conditions pre- 
vailed. They probably never do. The sole 
purpose of considering them is to prove 
the mathematical validity of the proposal. 
Its real merit lies in the fact that it is 
more accurate when ideal conditions do 
not exist. Plants are not perfectly stag- 
gered as to age of assets and the time at 
which cyclical maintenance will fall due. 
Operating hours on different blocks or 
sections of machines will vary over a pe- 
riod of years. This changes the time when 
maintenance will fall due. And mainte- 
nance is sometimes deferred. 

Under these, the conditions usually 
met, as illustrated on Exhibit B, a bal- 
ance is accumulated in the Reserve for 
Accrued Exhaustion or Wear and Tear 
when actual maintenance is less than in- 
curred wear and tear either because main- 
tenance is deferred or because it is not 
due in equal amounts on account of im- 
perfect staggering. Inasmuch as it is not 
reasonable nor economical to anticipate 
repairs, debit balances should not be car- 
ried in the reserve accounts. The inter- 
pretation of the appearance of a debit bal- 
ance in the reserve account would be that 
the provision for deferred maintenance 
had been inadequate or that the inception 
of the plan had been timed so that de- 
ferred maintenance had accumulated be- 
fore the plan was put in operation. In 
such a case the excess of debits should 
be charged to operations as they occur. 
On the other hand, a continuous credit 
balance should not exist in the reserve 
account. At some unnamed time in the 
future, the operating men will know that 


maintenance is up to date. At that time 
the operation of the accounts should be 
scrutinized and, if deferred maintenance 
no longer exists, the credit balance in the 
reserve accounts should be returned to 
operating profit and the rates for future 
use adjusted accordingly. 

The Reserves for Accrued Exhaustion 
or Wear and Tear should be set up on 
a group basis regardless of the basis used 
for depreciation. One reason is to permit 
checking the estimates of the unit cost 
of wear and tear. Another and equally 
important reason is simplicity in admin- 
istration. It is practical and simple, for 
example, to determine the cost in any 
period of replacing spindles and bolsters, 
rings, headend gears and cams, rolls or 
renecking rolls on all spinning frames. 
The stores issues give easy access to the 
materials cost and they are segregated 
easily because they are among the charges 
to the spinning department. Certain ‘“‘fix- 
ers” perform these operations, working 
here and there throughout the spinning 
rooms but always in the spinning depatt- 
ment. The labor cost is easily segregated 
as a total. It is impossible, however, to 
segregate these charges to individual spin- 
ning frames. If it were possible, it would 
take an army of clerks and timekeepers 
to record the necessary data because the 
individual elements of time or cost are 
very small. 

It is even open to question whether 
time records for installation labor are 
necessary at all, beyond spot checks to 
verify the estimates of labor cost. Their 
omission would further simplify the pro- 
cedure without affecting its validity. If 
the number of parts changed is known 
from the stores issues and the reserve is 
credited with only the difference between 
accrued wear and tear at estimated rates 
and the maintenance actually done at the 
corresponding estimated costs then the 
balance in the reserve is some function 
of the units of repairs not done multi- 
plied by the estimated unit costs. The ac- 
tual charges then remain in the depart- 
mental operating accounts as usual. The 
effect is to eliminate from the reserve 
some variables and to facilitate the veri- 
fication of the accuracy of the estimates 
of the time cycle. This time element in the 
estimate is the one most subject to un- 
certainty and, hence, the most important 
to check. 

This procedure is so simple that neither 
the costs nor the expenditure of man- 
power will be great. It has the further 
advantage that it can be audited very 
easily by the tax examiner. The pertinent 
accounting data is segregated from all 
other unrelated items. The methods are 
definite and he can evaluate their rea- 
sonableness readily. When the time at- 
rives that maintenance is up to date, and 
no longer deferred, the accuracy of the 
estimates of incurred costs are subject to 
check. 
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It is possible to safeguard the govern- 
ment’s interest with two additional pro- 
visions which could be incorporated in 
any statute permitting the recognition of 
a deduction for accrued wear and tear. 
The use by the government of the funds 
which might otherwise be collected as 
taxes could be assured by a provision that 
the reserve should be funded in govern- 
ment short term or demand securities. In 
addition it could be provided that the 
excess of the reserve, when it has been 
determined to be excessive, shall be re- 
turned to taxable income to be taxed 
at the rates which would have applied 
when such excesses were accrued. 


SUMMARY 


Business can contribute best to the wel- 
fare of the country now and after the 
war if the effect of taxes is such that it 
is encouraged in the war period to defer 
maintenance as much as possible and is 
permitted to accumulate, free from taxes, 
reserves adequate to do the deferred 
maintenance in the postwar period when 
it will help to create employment. The 
creation of such tax free reserves is con- 
sistent with the tests which have been 
suggested to judge the validity of any 
method of accounting for the cost of ex- 
haustion or wear and tear; namely that 


Examples of the Effect of the Method Proposed for Accounting for Accrued Exhaustion or Wear and Tear* 


net income for tax or other purposes shall 
be the result of charging current costs 
incurred against current income and that 
such charges reflect a “reasonable allow- 
ance for exhaustion (or) wear and tear.” 
Such a fund can be accumulated only if 
the excess of such charges over mainte- 
nance actually done may be exempted 
from taxes. Prof. Hosmer in further dis- 
cussing deferred maintenance in the Jour- 
nal of Accountancy of August, 1943 
added the following comment: 


“The interests of government and industry in 
this problem are very nearly the same. If in- 
dustry is free taxwise to defer all maintenance 
now to the full extent which is feasible on a 
production basis, and to throw:the full weight 
of this pent-up purchasing power into the 
postwar period, with funds segregated to pay 
for it, the long-run interests of the govern- 
ment in revenue and in the effectiveness of 
our productive power will be served.” 


These comments apply with equal weight 
to a Reserve for Accrued Wear and Tear. 

It has been shown that ordinary de- 
preciation combined with ordinary te- 
pairs does not meet these tests and would 
not provide such a fund. It has been 
shown that accelerated depreciation does 
not result in setting current costs in- 
curred against current income and that 
its application is such that it is mathe- 
matically impossible to accrue accelerated 
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depreciation sufficient to cover incurred 
wear and tear. Moreover, it makes no 
provision for the incurred cost of wear 
and tear on fully depreciated or over- 
depreciated assets. Recognition of a re- 
serve for deferred maintenance repre- 
sents a better solution than accelerated 
depreciation but does not recognize the 
current incurred cost of exhaustion or 
wear and tear of machines which are too 
new to need repair. It is further sub- 
ject to the criticism that it is difficult, if 
not impossible, to determine the value of 
repairs deferred. It is applicable prin- 
cipally to war time conditions. 

The proposed solution which is the 
recognition of a reserve for accrued ex- 
haustion or wear and tear is not subject 
to any of these criticisms and it does meet 
the tests suggested. It effectually sets 
the current incurred cost of exhaustion or 
wear and tear against income. It pro- 
vides a reasonable allowance for exhaus- 
tion or wear and tear. It is simple and in- 
expensive to administer. It lends itself 
to effective auditing by the Bureau of 
Internal Revenue. The government's in- 
terests may easily and simply be safe- 
guarded against abuse. It provides an 
adequate reserve and funds to make the 
necessary repairs when possible. 

It merits serious consideration by busi- 
ness and by Congress. 
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Exhibit A—Theoretical Example to Check Method 
(Basis—Perfect Staggering—No Deferred Repairs) 
1943 16 $6,400 $38,400 $4,800 121.4% $800 $3,200 $2,400 0 $2,400 0 $2,400 $2,400 
1944 16 6,400 38,400 4,800 1214 800 3,200 2,400 0 2,400 0 2,400 2,400 
1945 16 6,400 38,400 4,800 1214 800 3,200 2,400 0 2,400 0 2,400 2,400 
1946 16 6,400 38,400 4,800 12144 800 3,200 2,400 0 2,400 0 2,400 2,400 
1947 16 6,400 38,400 4,800 1244 800 3,200 2,400 0 2,400 0 2,400 2,400 
1948 16 6,400 38,400 4,800 1214 800 3,200 2,400 0 2,400 0 2,400 2,400 
1949 16 6,400 38,400 4,800 1214 800 3,200 2,400 0 2,400 0 2,400 2,400 
1950 16 6,400 38,400 4,800 124 800 3,200 2,400 0 2,400 0 2,400 2,400 
Exhibit B—Practical Example to Illustrate Advantages of the Proposed Method 
(Basis—Imperfect Staggering—Some Repairs Deferred) 
1943 16 $6,400 $38,400 $4,800 1214% $800 $3,200 $2,400 0 $ 800 $1,600 $2,400 $ 800 
1944 16 6,400 38,400 4,800 1214 800 3,200 2,400 $1,600 1,600 2,400 2,400 1,600 
1945 16 6,400 38,400 4,800 12144 800 3,200 2,400 2,400 4,400 400 2,400 4,400 
1946 16 6,400 38,400 4,800 124 800 3,200 2,400 400 400 2,400 2,400 400 
1947 16 6,400 38,400 4,800 12Y, 800 3,200 2,400 2,400 4,800 0 2,400 4,800 
1948 16 6,400 38,400 4,800 124 800 3,200 2,400 0 1,200 1,200 2,400 1,200 
1949 16 6,400 38,400 4,800 1214 800 3,200 2,400 1,200 3,600 0 2,400 3,600 
1950 16 6,400 38,400 4,800 1214 800 3,200 2,400 0 2,400 0 2,400 2,400 











*These examples are based on the following assumptions common to both: 


. Sixteen machines on hand at all times 
. Eight years life for each machine 


. Machine cost $2,450 
. Scrap value $50 


MU RwnN 


. Two year life for part subject to replacement, if not deferred 


6. Depreciable value $2,400 
7. Cost of replacement $400 per machine 


8. Cost of wear and tear per year per machine $200 


9. Same number of operating hours in each year 








Controller's Contribution to Sound 
Personnel Relations 


As officially listed, the duties of a con- 
troller cover accounting records, financial 
statements and reports, auditing, produc- 
tion costs, distribution costs, inventories, 
and various others. The Controllers In- 
stitute of America has thought them im- 
portant enough to make up a list of 17 
very comprehensive activities. I note that 
you admit few Controllers have all these 
responsibilities. If you didn’t admit that, 
you would all have to be supermen. 

But in no place do I find reference to 
the Personnel Department or any of its 
special activities. Although you may claim 
that indirectly records, budgets and stand- 
ards include this problem, I do not think 
they do. I prefer to assume that you have 
not been able to find the “contribution”’ 
—so you struggle, hoping some prophet, 
such as I am not, will lead you out of 
the darkness. 

Let us see if we can go a little way in 
that direction. Let us start, as I did, by 
looking at our Personnel Department's 
organizational chart to see what is cov- 
ered. 

Those of you who try to keep organi- 
zational charts up-to-date well know that 
no department—unless it be Research and 
Development—is harder to outline, to 
classify and to direct into scheduled chan- 
nels than the Personnel Department. But 
that is the very nature of the problem. 
It deals directly with the human element, 
the individual as well as collective forces, 
that seldom if ever follow straight lines. 

I am reminded of a learned discussion 
of “‘Collectivism and Individualism.” Let 
me quote two paragraphs: 


“It seems hardly possible that any intelligent 
person even superficially acquainted with the 
facts of everyday life could fail to recognize 
the utter dependence of nearly all of the peo- 
ple upon a great degree of collective effort, or 
could deny that a high stage of civilization re- 
quires extensive human cooperation. Indeed, 
an exclusive contemplation of the problems of 
collective action, of organization, of state 
craft, of education, can easily lead one into the 
false conclusion that the processes of human 
organization are not merely of very great im- 
portance, but are the sole processes worthy of 
serious consideration; and this is precisely the 
error into which many appear to have fallen. 


“And yet, there remains the individual to con- 
found those who oversimplify the task of 
civilization. He constitutes the dynamic ele- 
ment in all systems of collectivity. Though it 
be true that any man at any moment has de- 
rived all of the element of his being from the 
common pool and not from himself, it yet re- 
mains true that his action at that instant ts 
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independent and voluntary, and by his action, 
individual and voluntary, he can either pro- 
mote the collective interest or he can oppose it, 
or by inaction he may become a dead weight 
against collective progress. It is for these rea- 
sons that the fundamental problem in all plans 
of collective operations is whether and how the 
individuals embraced within the plan can func- 
tion under it.’ 


Now, back to the organization chart. 
We have 128 departments at Southbridge 
and we are trying to tie them together, 
so we have a Personnel Director, with an 
especially capable secretary. He has six 
sections: Employment, which of course 
includes recruiting and placement, Educa- 
tion, Safety, Wage Control, Medical, and 
Public Relations. I won't describe these 
sections, they are reasonably typical. I do 
want to point out that in each case it is 
necessary to schedule the detail jobs that 
make the division job. Schedule A has 12 
jobs; B, 11 jobs; C, 34; D, 15; E, 20; 
FB 223G.9 0 142.1. 13: -atotaluot 150 
jobs, and then they are not all listed. 
Even under grouping and condensation, I 
could not get less than 46 distinct and 
different headings. 


PERSONNEL DiRECTOR DEFINED 


I cover all this, as I think this empha- 
sizes the importance of the work in- 
volved and the wide variety of activities. 
Perhaps we go further and in more di- 
rections than many companies, but I do 
know it has paid, and paid in a big way. 
Incidentally, you might be interested in 
one definition of what is a good Person- 
nel Director, as described by Royal Park- 
inson: “A good Personnel Director is 
one who never has a strike—and you 
won’t know whether he is good or not 
until the strike occurs, and then you'll 


know he isn’t any good.” We have never 
had a strike! 

Now what has all this to do with Con- 
trollers ? 

We must digress again. On my desk | 
recently had a 10 page document; a sum- 
marty of developments in the field of 
labor relations by one of the most learned 
and successful attorneys in the United 
States. 

A recent morning’s newspaper carried 
the report of the Supreme Court’s refusal 
to review a labor decision of the Railway 
Mediation Board. 

In other words, law is being made 
every day and in new ways by these quasi- 
judicial boards (so many of which have 
been set up during the past 10 years) 
and our Supreme Court confirms the situ- 
ation. 

The War Labor Board is, I think, the 
most important of all these—as its regu- 
lations, interpretations and decisions af- 
fect all employment in the land. Our 
hours, our pay, our work habits can all 
be controlled by it to a greater or less 
degree. We must not ignore these impli- 
cations. Unless, and until, national think- 
ing changes more than I think it has, we 
are going to have ‘‘control.” 

You have done a wonderful job of 
“controlling”—and the “art” is hardly 
thirty years old. Control, governmental 
control, is with us whether we like it or 
not, and it’s going to be with us for 
some time to come. Of course, I hope 
that it will be intelligent administration 
and not merely bureaucratic routine. 


CONTROLLERS AND WAGE CONTROL 


One place that will find controllers 
making their influence felt is in the field 








———— 


serves a careful reading. 





| MOTIVATION AND CONTROL ARE THE CONTROLLERS’ 
REAL JOB 


One of Massachusetts’ outstanding industrialists, as vice president 
and general manager of American Optical Company, Mr. Mosher is 
also president of Associated Industries of Massachusetts. 
paper, presented before the November 23 meeting of the Boston 
Control of The Controllers Institute of America, he concisely presents 
management's view of the contributions which controllers can make 
toward the solution of their companies’ personnel problems. 


In this 


It de- 
—THE EDITOR 
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of wage control. The necessity for estab- 
lishing wage policies, as particularly dif- 
ferentiated from general personnel poli- 
cies and the wage rates themselves, be- 
comes of first importance in any dealing 
with salary and wage stabilization units 
of the government. You cannot get along 
without them, and there is no one in any 
business so capable of assisting, and actu- 
ally directing, our personnel managers to 
successful and economical methods, sys- 
tems, procedure—call them what you 
will—as controllers. 

All of you must be fairly familiar with 
the clerical job entailed in administering 
increases under General Order 31—not 
counting the job of convincing your su- 
pervisor first and he then convincing the 
employee of what needs to be done. 

Now let us look at another job which 
you should consider carefully. 

The most vitally important item in our 
production problem has been and still is 
manpower—the efficient utilization of 
labor at the point of production, which 
can be accomplished only by adequate 
planning and subsequent supervision. 

Budgets are an old story to all of you. 
So they are to most if not all of our su- 

ervisors, but they are intricate and in- 
volved tabulations of dollars and, some- 
times, of units of work. Dollars, in this 
sense, do not mean much to the practical 
man in the shop. Units of production 
mean more and most supervisors need to 
have many things explained to them verb- 
ally. 

In this connection, perhaps you will be 
interested in an actual case—a “‘specific,”’ 
as one sales planner calls such an instance. 
This is the case of a hard-headed pre- 
eminently practical, but at the same time 
thoroughly trained engineer. He actually 
forces his supervisors, a dozen or more 
in number, personally to post the weekly 
earnings figures of each employee in their 
departmental record. He says it is the 
only way to be sure they have seen and 
noted the figure for each of their em- 
ployees. He thus emphasizes the primary 
importance of the figure, for from this 
stems a large part of our personnel com- 
plaints. 


EXPLAIN LABOR CosTS 


Labor costs need even more explaining 
than overhead. Let’s say, productive labor 
at normal cost, not including the wastage 
in training, machine stoppages, failure 
of materials and the dozens of other rea- 
sons for excess costs is the labor factor 
going into standard or job costs? How 
about visualizing and dramatizing the 
real labor costs ? 

How many of you have ever reduced 
labor turnover costs, a vague term, to 
concrete dollars and cents, or units of 
work? How many of you know how many 
fewer workers you could have in your 
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plant if labor turnover were reduced to all 
but the absolutely unavoidable minimum ? 
That's the crux of production in most 
plants today. 

Have you worked out training costs 
actually to show, for instance, that you 
can or cannot afford bench training ? 

What does it cost to release an experi- 
enced worker ? 

Is your incentive plan a cost reducer? 

For good results—thinking as we all 
must of long-time, forward planning— 
the necessity for planning the labor force 
becomes a “must.” It is of extreme ur- 
gency in times of labor scarcity. I am not 
trying to cover what we have to do in 
war time. Rather I am thinking of opera- 
tions in the more or less normal times to 
which we all look forward. 

Assuming that the budget, as far as 
high and low spots are concerned, looks 
into future years, the controller is natu- 
rally the one source of coordinated in- 
formation as to company expansion or 
contraction. Sitting as he does on top of 
the budget, he is in possession of the 
budget requirements of all departments. 
So planning for the labor force, as for 
other activities which must be viewed 
from a common point, becomes depend- 
ent upon the data from the controller's 
office. 

In our business, the control of in- 
ventories under the general company pol- 
icy is vested in the Treasurer-Controller 
division because of a variety of reasons 
which may be somewhat peculiar to our 
method of operation. On those inven- 
tories depend our production schedules. 
So it is absolutely necessary that the 
Controller's Department be fully conver- 
sant with production schedules and keep 
the Personnel Department fully informed 
of what is, after all, its one immediate 
day-to-day objective—to have the help 
when and where it is required. 

No Personnel Director can do a really 
effective job without the proper statistical 
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data. And I emphasize again the neces- 
sity for proper interpretation of this data. 
That is where controllers should come in. 

My personal observation, based on 
many years of experience, originates with 
the first and only man in professional ac- 
counting for whom I worked. In those 
early days, we put in our 38 chargeable 
hours of work every week in a client’s 
office. Reports came afterwards. But after- 
wards only in point of time. I saw re- 
ports rewritten, written again, and then 
revised, usually to the point of having the 
whose typist crew in tears, because they 
couldn’t understand it. I'll admit I didn’t 
either at first, but I came to understand 
and appreciate the psychology behind 
it all. 

You do a splendid job, a perfectly won- 
derful job, of controlling the daily trans- 
actions and of compiling the periodical 
reports. You struggle and struggle to get 
those reports into the most readable form 
you can imagine—but there most people 
stop. 

I have handled figures all my life and 
still I am afraid of these voluminous ac- 
counts. I am always afraid that, unless 
I know what is behind the figures, I will 
miss some of the red and green flags 
which the accounts and reports raise as 
indicating clear sailing or danger ahead 
as the case may be. 

So I say, don’t be satisfied that the fig- 
ures are perfectly prepared. Your job 
isn’t done until those to whom you ren- 
der these reports can really interpret them 
and understand what they mean. After 
all, as controllers, you have a staff func- 
tion. You don’t ordinarily start things, 
although I do urge you to, and you don’t 
finish them. You don’t make, you don’t 
sell. You have no live authority over other 
departments yet you can furnish the spark 
that motivates and the electric cell that 
controls them. That's the real job and 1} 
don’t suppose controllers will ever be able 
to say—‘Well, that’s done!” 


Huge Potentialities in Reconversion 


American industry's blueprints for the 
giant task of converting a record war- 
time production back to civilian goods 
without loss of employment have just 
been summarized in ‘‘Postwar Planning 
Now,” a new study published by the 
New York Journal of Commerce, which 
points out that actual peacetime projects 
already underway in 25 major industries 
bid well to startle the man on the street. 

Much of the conversion task will de- 
pend on the government's policy of con- 
tract termination, inventory disposal 
and unloading the 1,753 war plants it 
has spent $9,000,000,000 to construct 
during the war. This has resulted in 
government ownership of 90% of all 
magnesium capacity and a high per- 
centage of aluminum facilities. 


Heavy industry is faced with five 
times the pre-war steel capacity. The 
use of powdered metal has made it pos- 
sible to turn out machine parts in 20 
seconds which formerly required from 
one to three manhours. Yet, a mid- 
western plant normally employing 32,- 
000 workers already has enough post- 
war projects to take care of 55,000 of 
the 90,000 employed there now. About 
15,000 are expected to drift elsewhere 
and the remainder may find employment 
on products now in the research labora- 
tories. 

In the field of transportation, airlines 
are planning for 500 transatlantic pas- 
sengers a day, and domestic passenger 
and cargo service on an unparalleled 


(Please turn to page 87) 








The Long-Time Postwar Problem 


In reading any presentation, I always 
feel a desire to know through what sort 
of spectacles the author views the sub- 
ject, whether Utopian, legal, accounting, 
ideological, realistic, or just as an out- 
sider looking in. My own classification 
is an outsider looking in; early training 
and experience in engineering, followed 
by a quarter of a century as a manufac- 
turer. Extra-curricular activities over 
the last few years in committees of the 
National Association of Manufacturers 
—Depression Study, Economic Policy, 
Economic Aspects of Defense after 
France fell, and, after Pearl Harbor, the 
Postwar Problems Committee—have 
quickened in my thinking the impor- 
tance of the science of working together, 
economics, but I have not yet made up 
my mind whether it is a science or an 
art, probably both. 

During the last twelve months, looking 
in retrospect at this varied committee op- 
eration, a certain thought pattern has de- 
veloped in my mind. The different titles 
of these committees would indicate varied 
subject matter, and it is true that our dis- 
cussions, explorations, and assembling 
of statistics differed considerably. Never- 
theless, it definitely appears, with the 
benefit of hindsight, that the variation 
in thought exploration has been in trim- 
mings only. There is one basic problem 
in all the diversified activities, and it 
can be rather simply stated. It seems to 
be a sort of foundation framework 
which embodies all other economic 
problems. The real problem is, what 
causes employment to increase or de- 
crease in a free economy, be it simple or 
be it complex, and, if we can answer 
that question, what can we do, if any- 
thing, about it, within the framework 
of a free economy as opposed to regi- 
mentation. The objective is obviously 
employment for all able and willing to 
work without any leaf-raking and on a 
pay-as-you-go basis. 

That introduction may help you in 
more flexibly following what I have to 
say. The views I express are not neces- 
sarily the views of the National Asso- 
ciation of Manufacturers. 

Now for the subject. Just what is the 
postwar problem? Substantially, it is 
solely the problem of finding mammoth 
additional employment within the 
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framework of private enterprise to the 
exclusion of all government made or 
semi-made work. 


Two ASPECTS OF PROBLEM 


This problem divides, broadly, into 
two zones. The first zone covers the 
adjustment of the many specific disloca- 
tions due to abnormal conditions cre- 
ated by war. The second zone is the 
general question of maximizing employ- 
ment. The first includes the techniques 
of demobilization, removal of war con- 
trols, disposition of government-owned 
facilities, taxation to carry and amortize 
national debt, use of industrial talent in 
government until the transition prob- 
lem is solved, etc. Those are just a few 
of the topics on which the N. A. M. 
Transition Committee is working. As 
indicated in my title, The Long-Time 
Postwar Problem, and possibly to your 
disappointment, I am going to skip that 
first zone and stick to the general prob- 
lem of maximizing employment. I be- 
lieve this is far more vital, because even 
though we solve the first set of prob- 
lems, important though they are, and 
fail in the latter, we shall have lost the 
economic peace. 

The problem of unemployment is not 
a new one. In the postwar era most ob- 
servers clearly foresee the recognition 
of an age-old problem, greatly increased 
in magnitude, with a new feature added, 
and that is an insistence that this time a 
solution of some sort must and will be 
found. This problem is as old as capital- 
ism, has occurred with rather regular in- 
termittency, and, on the whole, with in- 
creasingly wide swings as our material 
civilization has risen above marginal 
subsistence. 


Looking back, we see the unemploy- 
ment of the 1870's; the 1890's; 1907; 
1913-15, quickly masked by World War 
I; 1920; then prosperity for a few years, 
which tobagganed more than ever. Then 
occurred much and varied experiment- 
ing, in spite of which an improvement 
occurred from 1932-37. This was fol- 
lowed by an all-time record in rapidity 
but not in extent of drop, and finally we 
had sustained recovery, but because of 
World War II, in the middle of which 
we now fight and work. The specific 
postwar problems are important, but the 
age-old fundamental problem is far 
more important. 

However, I am an optimist and be- 
lieve this time we shall find a solution, 
although it will take us many years of 
earnest searching and persistent effort 
in groping toward collective well-being 
in our extra-curricular work, distinct 
from running our individual operations, 
in doing which we must never forget 
that enlightened self-interest is the mo- 
tivating force. 


SOLUTION Must BE FouND 


There is a reason why a solution must 
be found this time in spite of the fact 
that we and other capitalistic countries 
have survived recurrent serious unem- 
ployment for over a century. The pres- 
ent generation has seen tremendous de- 
velopments in industrial progress. It 
has seen a quickening of the mass mind, 
a continuous knowledge of what is go- 
ing on everywhere in the world, caused 
by the increased speed of transportation 
and communications. The latter has 
furnished a great instrument for dema- 
gogues. We have seen a consequent 
change in the operation of democracies. 





ing of The Controllers Institute. 


facturers. 





WHAT DOES THE FUTURE HOLD? 


| This war’s repercussions will extend through many years. It is 
important, then, that we take the long view of the problems ahead, as 
Mr. Airey does in this paper, presented at the Twelfth Annual Meet- 


Seeley Corporation, Ann Arbor, 
Postwar Transition Committee of the National Association of Manu- 


The author is president of King- | 
Michigan, and chairman of the | 
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This century has witnessed a develop- 
ment of bank credit and investment 
banking. Bank credit is a great and 
powerful instrument, probably the most 
potent ever invented by man, but it can 
also be powerful for evil. Its abuse can 
be more vicious than was the coin clip- 
ping of the Middle Ages or the use of 
printing press money in a later era, and 
bank credit is a much more dignified 
title than either. Governments have 
learned, specifically our own through 
the 1930's, that selling bonds to banks 
to make up taxation deficiency can be a 
smooth-running machine. The elector- 
ate does not and never can be expected 
to understand the virtues or vices of 
this practice. Deficit financing sounds 
much more dignified than coin clipping, 
and it is vastly more powerful. 


ROLE OF INVESTMENT 


Investment banking has become a ma- 
jor pillar in our economy, due to an in- 
creasing need for industrial growth 
against a backdrop of more widely dis- 
tributed money savings, caused, in turn, 
by technological progress having in- 
creased the standard of living above 
bare essentials. We have more would-be 
industrial investors, and that calls for 
assemblers of savings, alias investment 
bankers. 

The reason full employment, within 
the framework of private enterprise, is 
so deadly important is because methods 
have been developed and established for 
furnishing employment through govern- 
ment action and the temper of demo- 
cratic electorates is such that, irrespec- 
tive of parties, full employment will be 
insisted upon. The term “full employ- 
ment” is not to be taken too literally. 
It is intended to mean the absence of 
serious unemployment. Strictly full em- 
ployment would cause rising wage and 
price scales—an economic dislocation. 
Unemployment has frequently been re- 
ferred to by demagogues as technolog- 
ical in origin. It is nothing of the kind 
but has a much more fundamental cause. 

You have all heard about the theory 
of business cycles, and I have no criti- 
cism to make of such little of this sub- 
ject as I understand beyond the remark 
that some minor contributing factors in 
this subject appear to be developed with 
a rigor and a vigor which tends to fog 
thinking regarding the operation of 
major factors. 

As seen by our Transition Committee of 
the N. A. M., the postwar era will divide 
itself into three zones. First there will be 
a reconversion, which is neither an eco- 
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nomic nor, in many cases, a financial prob- 
lem, but a physical one. If we reconvert as 
quickly as we converted (but we may not, 
due to lack of drama), this will not be a 
serious problem. 

Second comes the period in which there 
will be a tremendous backlog of unfilled 
wants and more cash and cash equivalents 
than we had in 1939 by more than forty 
billion dollars, which forty billion will be 
healthily distributed. This period will be 
a seller's market and will last three to 
eight years. During the early part of this 
time some war controls must be continued 
or we shall later regret it. 

Third, and last, the real problem faces 
us. If when this period arrives we steady 
up with a stable activity of full employ- 
ment, all will be well, and capitalism will 
finally have come to full flower. If we do 
not so steady up, the deficit financing 
route will surely be taken, resulting in 
gradual encroachment of government op- 
eration on private enterprise, resulting, in 
turn, in discouragement of new invest- 
ments—a vicious spiral which will eventu- 
ally bring about, over the decades, total 
government operation. It is not difficult 
to visualize a picture in which a nation 
may slide into a socialistic state through 
default, even though only a negligbly 
small minority so desire. 


ECONOMIC FUNDAMENTALS 


Now let me give an elementary pic- 
ture of how a private enterprise economy 
works, thinking solely of maximum em- 
ployment without leaf-raking, and this be- 
speaks a maximum of goods and services. 
I shall speak only of the central pillar 
in such an activity—the trimmings, im- 
portant though they may be, will be 
omitted. To begin with, so as to start with 
the simplest picture, assume that neither 
total bank credit nor public debt-in the 
entire economy changes. If every indi- 
vidual and corporation spent each month 
exactly the money received, whether 
wages, salaries, dividends, rents, interest, 
fees, royalties, undistributed earnings, 
then current production would be cur- 
rently taken off the producers’ hands. 
There would be static total employment. 
If one group failed to spend all they re- 
ceived—saved—but some other group si- 
multaneously spent more than they re- 
ceived—former savings—by exactly the 
same amount, again there would be static 
employment. However, most people try to 
save, and advisedly, or progress would 
halt. The first step in saving is the with- 
holding of money from spending. At the 
same time another group are causing the 


69 


construction of houses, buildings, factories, 
and factory equipment. This is spending 
in the general sense of getting rid of 
money, but technically it is investing. 
There is something to show for the spend- 
ing which won't be eaten in a week or 
worn out in a year. 


WEALTH AND SAVINGS 


Standard of living is the rate of con- 
suming goods and services. Total wealth 
is represented by the inventory of all un- 
consumed goods, chiefly buildings and 
producers’ facilities. Money withheld 
from spending is the individual measur- 
ing stick of savings. This is equaled by 
the current increase of goods in the econ- 
omy. If such collection of individual 
money savings is equaled by durable 
goods, all is well for the immediate fu- 
ture, and if in the hands of the perma- 
nent owners, as opposed to speculators, 
all is well somewhat beyond the immedi- 
ate future. If otherwise, then the differ- 
ence will be found in unsold consumable, 
semi-consumable goods, and in specula- 
tively held durable goods, under which 
circumstances industrial managers natu- 
rally curtail employment. Part of their 
operating funds have been siphoned off 
and unsold products left instead. 

This can be summed up thus: Unless 
new investments, that is, the creation of 
new long-life goods, houses, buildings, 
factories, currently equal the money sav- 
ings of the entire community, employ- 
ment will decrease. Similarly, if invest- 
ments currently exceed savings, employ- 
ment will increase. That is the governor 
of a capitalistic economy. 

The foregoing is an oversimplification 
but is stil correct over a long enough 
period of time. After all, it needs no intri- 
cate analysis or technical knowledge of 
monetary systems to grasp that collec- 
tively, as a family, we save only as we 
increase the total of unconsumed goods 
and nonworn-out facilities. Unfortunately, 
increase in public debt gives an illusion 
of more total wealth. During such increase 
it helps to offset savings, just as new in- 
vestments do, without disturbing employ- 
ment and, so, masks the inadequacy of 
new investments. However, our objective 
is not perpetual deficit financing, so I will 
drop this topic. 

Change in bank credit is another factor 
disturbing the oversimplification. An in- 
crease in bank credit again acts like a new 
investment in absorbing savings and, 
therefore, masks the inadequacy of new 
investments for employment maintenance. 
A decrease produces the reverse effect. In 
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any case, bank credit should not increase 
over a long period, but slightly with pop- 
ulation increase, so this washes out on a 
long-time analysis of our economic system. 

Consumer financing is another tempo- 
rary disturbance. This enables spasmodic 
overspending, that is, negative saving, 
thus offsetting some positive saving which 
would otherwise require more investment 
activity in order to keep a balance. This 
sudden negative saving forces regular 
withholding from spending during the 
next twelve or eighteen months, i.e., regu- 
lar saving, and in both cases modifies the 
required investment rate pattern which 
would otherwise govern. This activity usu- 
ally operates just in reverse to that which 
would help employment stabilization. 

The net result of foreign trade is an- 
other temporary mask on investment ade- 
quacy or otherwise. This is temporary be- 
cause we cannot indefinitely have one-way 
traffic, unless we lend-lease forever or fol- 
low an imperialistic policy, which eventu- 
ally will blow up with a major capital 
washout. 


TAXES ARE BRAKES 


It is not reasonable, assuming that hu- 
man nature will stay the same, and it 
certainly will, to expect even a rough 
equality between investments and savings 
without the injection of some suitable 
encouragement or discouragement of one 
factor or the other. Such a suitable influ- 
ence is possible without interfering with 
individual freedom and initiative. Taxa- 
tion is an old institution and is perma- 
nently with us. Taxation is always a dis- 
couragement. Lessening of taxation is an 
encouragement. Transfer of taxation from 
activity A to activity B is an encourage- 
ment to A and a discouragement to B. 
Surely, it would be quite a coincidence if 
these two effects were of identical magni- 
tude. So we have a choice in steering 
toward any desired objective. The obvi- 
ous objective is full employment. The mo- 
tivater of employment change is the lack 
of equality between new investments and 
savings modified by changes in bank 
credit, public loans, consumption financ- 
ing, and foreign trade. 

Savings is a function of national in- 
come modified by views on the then ex- 
pected future changes. The individual will 
to invest, the aggregate of which forms 
the total effect, is strongest, particularly 
industrially, when activity is rising and 
almost zero when activity is falling. This 
is not surprising. Finally, after average 
prices have fallen sufficiently, money 
moves into new durable goods, because of 
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expected higher later prices. In the mean- 
time, the price change, if of sufficient 
magnitude, has caused a lot of washouts 
of residual equities—mortgaged property, 
for instance—resulting in unconscionable 
and dislocating transfers of ownership 
in physical things. It seems, further, well 
established by experience and reasonable 
in thought that the higher the standard of 
living is above marginal subsistence, the 
wider will be the fluctuation of durable 
goods, and so in the resulting employ- 
ment. 


New INDUSTRIAL THOUGHT 


Just as improvements in weapons of of- 
fense provoke antidotes in superior de- 
fense instruments, so have the industrial 
gyrations since the last war, alternating 
from peak to valley, lacking any sem- 
blance of stability, provoked their antidote, 
which, in retrospect, will be recognized, 
I think, as a renaissance of industrialists 
—an earnest groping for an economic- 
political understanding, as opposed to a 
former political understanding only, with 
a heavy party label, of the technique 
of living and working together in this 
specialized industrial age. The positions 
recently taken by the National Associa- 
tion of Manufacturers in the direction of 
freer international trade and in the recom- 
mendation of continued temporary war 
controls indicate a newness and quicken- 
ing of industrial thought that could 
hardly have been imagined five years ago. 

There is an increasing thought trend 
emanating from high administrative posi- 
tions that somehow industry must furnish 
the jobs to secure full employment. As 
already stated, I agree that full employ- 
ment will be a necessary condition, but it 
is futile, in fact, banal, to accept the 
usual inference that any one industrial 
unit, whether General Motors, U. S. Steel, 
or a little two-by-four concern, must willy- 
nilly furnish a certain quota of employ- 
ment. To expect management to do other 
than attend to its maximum long-time 
over-all interest is to count on an impos- 
sible change in human nature. Further, 
such a change is undesirable, as it would 
decrease effectiveness. It would destroy 
the core of the competitive system which 
has made our past progress. Mental arith- 
metic will quickly show that the most 
financially rugged of our corporations 
cannot continue to produce unless the re- 
sulting product is purchased and paid for, 
thereby returning money already spent, to 
be spent again in continuation of pay 
roll. 

The solution to maximum employment 


lies in the direction of furnishing a frame- 
work within which we all operate, both 
individuals and corporations, such that 
decisions, motivated by self-interest, will 
maximize total employment, in spite of 
the fact that those same decisions will 
minimize employment for the accomplish- 
ment of each specific task. We must have 
more tasks—that is, more goods and serv- 
ices. It must never be forgotten that 
sportsmanlike individual and corporate 
selfishness has been the most powerful 
and efficient motivater in material prog- 
ress. The housewife will always go to the 
store that gives her the greatest value, and 
corporations follow this same principle. 
The virtues of altruism are greatly over- 
rated in current discussions. Even the So- 
viet initial laboratory of altruism intro- 
duced piecework-incentive. Profit is merely 
the most efficient incentive to take risks 
in deciding when, what, where, how, and 
how much to produce, and swallowing the 
loss if you are wrong. Alphonse and Gas- 
ton may each insist that the other step 
first onto the elevator, during which in- 
sistence they could both have been two 
flights up already. All we ask is that they 
do not push each other—too roughly. 
Competition must be as free as possible, 
whether in buying, marketing, or in labor. 


OTHER HARNESSES 


Taxation is only one of the many 
harnesses we must wear, but it is by far 
the most potent. The S. E. C. is another 
harness, laudably motivated but in need 
of serious overhauling before private in- 
vestments will absorb savings. However, 
it is of taxation I wish to speak. I have 
long been convinced that the technique of 
collecting public funds is far more im- 
portant than is the amount collected. Our 
tax structure, like Topsy, just “grow’d,” 
and is a veritable patchwork quilt. It has 
been motivated by expediency, by pres- 
sures from particular groups, by emotion, 
by alleged ability to pay, by ease of col- 
lecting and accounting, etc. There are two 
problems in tailoring a tax program. It 
is necessary, first, to decide the amount 
and, secondly, to develop the collection 
pattern so that the impingement of taxes 
maximizes the tendency to increase em- 
ployment. Deciding the amount may be a 
political job. Tailoring the pattern is a 
non-political, technical job. 

There is no group of men more sensi- 
tive to or who understand better the in- 
fluence of tax incidence than members of 
the Controllers Institute. No group knows 
better how frequently management, in 
making a decision for some project 





ff Or 


6 to 4h: od 


an 


ime- 
both 
that 
will 
> of 
will 
lish- 
lave 
erv- 
that 
rate 
rful 
‘Og- 
the 
and 


fet- 





chargeable to expense, is influenced by its 
tax position, or how frequently an indi- 
vidual, who believes a certain market is 
already too high, in deciding whether to 
sell or not to sell, is governed by his tax 
problem. Yet, this same man in selling 
when the market is too high or buying 
when it is too low acts as a healthy cor- 
rective in stabilizing values and makes 
more probable the later successful use of 
assembled savings. Tax incidence is a most 
powerful modifier of decisions, and yet 
this in no way interferes with the rugged 
individual viewpoint and calls for a paral- 
lel mental process to that which manage- 
ment goes through every time it embarks 
on a new program. In each case all known 
influences at work are weighed before a 
decision is reached. 

Taxation should include exemptions 
for certain activities at certain timings, 
governed by the intent of stabilizing em- 
ployment. Such activities should be the 
ones in which there is normally a heavy 
surge, houses, structures, and producers’ 
facilities. When such developments are 
undertaken, the expenditures should be 
allowable as a deduction from income, 
carried forward for a span of years and 
possibly indefinitely. 

You will recognize that the mechanism 
which we all know as the Certificate of 
Necessity is the thought germ of this 
proposal. With taxes as high as they will 
be over the visible future, such an in- 
ducement could be more in danger of 
creating overemployment than of failing 
to correct unemployment. 

The following thoughts are tentative 
and subject to modification after a thor- 
ough statistical analysis. A statute should 
define the exemptions, with, say, five de- 
gtees of application: 0, 25, 50, 75, and 
100 per cent. of cost. An Employment 
Stabilization Board could decide the de- 
gree and the timings. A document cover- 
ing each proposed project would have to 
be obtained similar to the Certificate of 
Necessity, say an Employment Stability 
Certificate. 

I doubt that a change would be te- 
quired more frequently than six months 
apart or that the change would be of more 
than one degree at a time. This is neither 
certain nor important. I draw attention 
to the fact that this could be more di- 
rectly beneficial to individual citizens than 
to corporations, as the annual rate of 
housebuilding, when we achieve an econ- 
omy of stable full employment, might be 
greater than the annual growth of pro- 
ducer facilities. There should be a dis- 
tinction between producer and non-pro- 
ducer facilities. If and when we have full 
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employment, we would need expansion 
only for population and for technological 
growth. Under these circumstances our 
best economic health would call for putting 
inducement on housing only. Such action 
would prevent a profit-dilution tendency 
in the utilization of producers’ facilities 
and would help slum clearance, the “‘ill- 
housed third,’ etc. The political appeal 
is good. Similarly, there will be times 
when reverse conditions would exist. I 
believe this will be the case after the re- 
turn of the Army to the pursuits of peace. 

Now, I just wish I could read the 
thoughts in this assembly, but can guess 
somewhat. 

We have suffered greatly in recent 
years, and of necessity during a war, from 
government by men instead of govern- 
ment by laws, and my proposal apparently 
would further extend an undesirable prac- 
tice. I visualize such an Employment 
Stabilization Board as similar to the Fed- 
eral Reserve Board but free from politics, 
which may be wishful thinking on my 
part. We have to admit that the Federal 
Reserve Board has not acted as an im- 
partial technical authority, free from poli- 
tics, irrespective of party. If such a Board 
cannot be trusted to wield the power of 
selecting the timing and degree of change 
in investment inducement free from pollit- 
ical expediency, there is an alternate 
mechanism. 


TIMING OF INDUCEMENTS 


I believe it is feasible, right in a stat- 
ute, and so uphold government by laws 
instead of by men, to prescribe automati- 
cally the timing and degree of change of 
such inducements as I have outlined, and 
in terms of well-established indices. This 
would make the Board, or administrative 
official, solely a super-calculating machine. 
The required formula would be built on 
the following then existing factors: (1) 
unemployment, (2) bank credit, (3) rate 
of investments, (4) consumption goods 
financing, and (5) the net rate of exports 
and imports. 

For several years I have been surprised 
at the outpourings of left-wingish econ- 
omists, who tacitly assume that, in a full 
employment economy, savings would be 
too heavy for sufficient action by private 
investments to offset the same. A mature 
economy is usually spoken of, and oc- 
casionally the alleged boomerang quali- 
ties of technological progress are given a 
nod, all of which fails to make sense to 
me. How can we have a mature economy 
until we have achieved factory facilities, 
with the most intense technological devel- 
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opments, for all employables and, conceiv- 
ably, in view of social progress, on day 
shift only except for continuous processes, 
and housing to everyone’s satisfaction lim- 
ited only by his work value. When that 
time arrives, savings will admittedly have 
to be restricted to population growth and 
increasing investments per employee, be- 
cause of growing technology. If we do a 
good job, my grandchildren may live to see 
such a culmination—I hope so. This tacit 
assumption of a ceiling over private in- 
vestments is always taken without any 
exploration of potential increase of such 
investments, and the corollary follows 
very nicely, of course, that government 
“investments” must provide the compen- 
sating factor. 

In conclusion, I believe that near to full 
employment will be a condition of the fu- 
ture; that if it is not done within the 
framework of private enterprise, it will 
be done under government enterprise, 
which will be the ultimate death knell of 
capitalism—a slow transition. I further 
believe that full, stable employment is 
possible under capitalism, but we must 
have freedom to work, freedom to enter- 
prise, freedom to save, and freedom to 
invest, with a changing encouragement to 
invest, governed solely by the welfare of 
the economy. In such a framework maxi- 
mum collective value would be reaped 
from individual and corporate enlight- 
ened selfishness. We must solve the prob- 
lem of reconciling the rugged individual 
viewpoint with a collective well-being 
viewpoint. Failing this, partial leaf-raking 
will permeate the economy; standard of 
living will fall; individual freedom of 
selection, action, also of spirit, will be 
lost. However, I do not think that that 
is going to happen. The economic mind 
of America is quickening fast. If my scat- 
tered remarks have acted as a catalytic 
agent in your thinking, the quickening of 
America’s economic mind will have been 
accelerated. 


Municipal Postwar Reserves 


At its recent Pittsburgh conference, the 
Municipal Finance Officers Association recom- 
mended that municipalities now provide for 
substantial reserves for postwar use by main- 
taining tax rates. Where statutory authority is 
lacking the municipalities were urged to ob- 
tain the necessary legislation. Financing of 
deferred maintenance and operating costs, and 
capital improvement programs prevented or 
delayed by the war, were cited as the needs 
for such reserve policies. 


Postwar Conversion 


A recent booklet issued by the New York 
investment firm, J. S. Bache & Co., entitled 
“The Road to Post-War Reconstruction,” de- 
clares that there are at least fifteen industries 
requiring no conversion period and six which 
will have no great difficulty with change-over. 
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Brief Items from Here and There of It 





Government Supplied 45 Per Cent of 
Industry's Working Capital 


About $56,000,000,000 of working capital 
was used in 1943 to finance the production of 
industry, of which about 45 per cent. came 
from governmental sources, according to “a 
report on the financial situation after two years 
of war,” by Prof. Charles C. Abbott of the 
Harvard Business School, released in Decem- 
ber. 

In addition, the report says, since 1939 about 
22,000,000,000 of public and private funds 
has been spent or obligated for the expansion 
of plants to meet wartime demands. 

“It seems probable that a considerable por- 
tion of the funds that have flowed into the 
economy since 1939 will be withdrawn when 
the war is ended,’’ the report says. ‘‘In that 
event, some part of these funds likely will have 
to be replaced, either through an increase of 
business’ net current assets or the extension of 
additional credit, if output is to continue at 
levels comparable to that which now exists.” 

Mr. Abbott sees the need of more working 
capital funds when government purchases re- 
turn to normal. He also believes that com- 
paratively few concerns will face reconversion 
problems, but those few firms will be large 
employers of labor and the result may be ‘an 
influence on the employment situation wholly 
disproportionate to the number of concerns in- 
volved.” 

He also says that it is indicated that most 
companies have been unable to satisfy their 
normal needs for capital since 1939. 


Sound Demobilization Program 
Aid to Reconversion 


An adequate demobilization program calls 
for action by private industry, agriculture, 
labor, state and local governments, as well as 
by the federal government, declares Maxwell 
S. Stewart in a pamphlet, “When I Get Out? 
Will I Find a Job?”, just published by the 
Public Affairs Committee, 30 Rockefeller Plaza, 
New York. 

The speed with which servicemen and 
women can be demobilized will depend in 
part on the skill with which industry is shifted 
from war to peace production, the pamphlet 
states. 

Private industry must assume the primary 
task of providing jobs, according to Mr. 
Stewart. And in its reconversion problems, 
industry must work cooperatively with gov- 
ernment and the public at large to insure 
a smooth adjustment. 

To this end, private industry should plan 


now a program for taking back the men it 
has released, as well as considering possibili- 
ties for postwar expansion. The most satis- 
factory results will be obtained if business co- 
operates with the U. S. Employment Service 
and other government agencies in working out 
efficient methods of training and hiring, he 
says. 


UNIONS Must COOPERATE 


If a large postwar construction program is 
to be undertaken, labor unions will have to 
cooperate with the building trades in removing 
restrictions that hinder large-scale construction 
and increased use of manpower. The unions 
will be expected to cooperate in peace as they 
have assisted in war production. They also 
have a contribution to make in the creation of 
smooth-working hiring and training programs. 

The state and local governments are urged 
to take immediate steps to plan public under- 
takings to be started after the war—in the 
field of land conservation, the improving of 
country roads, and similar projects using a 
great deal of labor in proportion to the amount 
of equipment and supplies needed. Attention 
might well be given particularly to the im- 
provement of public health, education, and 
recreation. 


GOVERNMENT'S ROLE 


The federal government, in addition to pro- 
viding financial and “‘security’’ benefits to ex- 
servicemen and helping them “regain a com- 
petitive position equal to that of the men who 
remained at home,” is responsible for broad 
economic policies to speed the change-over 
from war to peace, for “clear-cut policies with 
regard to suspending war contracts, ending 
wartime controls, disposing of government- 
owned plants, provision of public works, if 
necessary, and the setting of the general pat- 
tern of demobilization.” 

“When I Get Out? Will I Find a Job?” is 
the eighty-sixth in a series of popular, factual, 
ten-cent pamphlets issued by the Public Af- 
fairs Committee, Inc., a nonprofit, educational 
organization at 30 Rockefeller Plaza, New 
York 20, New York. Maxwell S. Stewart, 
author of the pamphlet and editor of the 
Public Affairs Pamphlet Series, is also author 
of a newly published book, Building for Peace 
at Home and Abroad. 


Economic Center of Gravity 
Shifts South and West 


America’s economic center has shifted mark- 
edly toward the southern and western area 
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Fourth War Conference of Controllers in New York, April 2-4 


Plans for the Fourth War Conference of Controllers, to be held in the Waldorf-Astoria 
Hotel, New York, from April 2 through April 4, under the sponsorship of the New York 
City Control of The Controllers Institute of America, are now being developed and will be 
released shortly to members of The Institute, particularly those in the Eastern area, it is 
announced by Vincent C. Ross, President of the New York City Control of The Institute. 

Program and other details, including committee assignments for members in the New 
York City and other affiliated Eastern Controls, will be released as they are completed. 

Because of the timeliness and significance of this forthcoming conference of controllers 
and financial officers, in view of the many war and postwar considerations, this annual 
Spring conclave has been expanded from one to two days of business sessions, on April 3 
and 4, with preliminary and special functions scheduled for the opening day, Sunday, 








during the war years, 1939-43, it is revealed by 
a Department of Commerce study, ‘Regional 
Shifts in Population, Production and Markets,” 
recently released by the Department. This 
shift is indicated by the dramatic rise in the 
relative position of the Pacific, South Atlantic 
and East South Central regions, and by the 
decline of the populous Middle Atlantic region, 

The study shows that the overall shift from 
areas of relative loss to those of relative gain 
in economic importance has affected from 2 to 
5 per cent. of our total economic activity. For 
example, the net shift in civilian population in 
regions which experience a relative loss to 
those which enjoyed a relative gain represents 
about 2 per cent of the total population, or 
about 2,500,000 persons. The net shift in in- 
come payments amounts to 5 per cent., or 
more than $5,000,000,000. 

The study reveals that on the whole the 
capital investment for war purposes has tended 
to bring about a geographical diffusion of new 
industrial plant. The rising industrial im- 
portance of some areas represents the accelera- 
tion of long-term trends. Even before the 
war, new investment was flowing into the less 
industrialized regions more rapidly—relative to 
the amount of manufacturing already located 
there—than into the New England and Mid- 
dle Atlantic States. 

Whether the relative gains in industrial im- 
portance made by some areas during the war 
will hold in the post-war era depends, in large 
measure, upon the extent to which war pro- 
duction facilities can or will be converted to 
civilian output, as well as upon the timing of 
conversion. 

Prepared by K. C. Stokes of the business 
structure unit of the distribution division, Bu- 
reau of Foreign and Domestic Commerce, the 
report includes data, by regions and States, on 
war output, population, employment, income 
payments, number of operating business firms, 
bank debits, consumer spending, and electric 
power consumption. 


Private Debts Are Cut 
by War Economy 


With the Federal debt increasing contin- 
uously since America entered the war, pti- 
vate debt of practically every character has 
shown a significant decline, according to a 
report issued late in 1943 by the New York 
Trust Co. State and local borrowings have 
followed the same pattern, said the bank in 
its quarterly survey. 

The total decline of all types of non-Fed- 
eral debt was $3,500,000,000 during 1942, 
the first full year of business operations fol- 
lowing the country’s declaration of war, the 
report states, and preliminary figures indi- 
cate that the reductions were extended even 
further during 1943. 

“This phenomenon is in marked contrast 
to the nation’s experience in the former 
World War when non-Federal debt advanced 
in almost every major category,” says the 
analysis. 

The progress made by industry in reducing 
funded debt since Pearl Harbor, the report 
holds, will doubtless stand as one of the 
most important economic events of the pres- 
ent conflict. The railroads, public utilities 
and industrials reduced their borrowings 4 
total of approximately $1,000,000,000 during 
1942 alone, but these figures must take such 
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Experience Rating for New York State 
Advocated at Special Luncheon 


The following article represents the sub- 
stance of remarks made before a special lunch- 
eon meeting of the New York City Control of 
The Controllers Institute of America on Jan- 
uary 13, by Mr. Frank B. Cliffe, Assistant 
Comptroller of General Electric Company, 
Schenectady, New York, who is a recognized 
authority in this field. 

On April 24, 1939, I had the pleasure of 
presenting to the Eastern Spring Conference of 
The Controllers Institute of America, an out- 
line of an experience rating plan that had just 
been adopted by the state of Texas. In the five 
years that have elapsed, that plan has also been 
adopted by Delaware, Virginia, Oklahoma, Ala- 
bama, Illinois, Massachusetts and Pennsylvania. 
I hope that before this session of the Legisla- 
ture adjourns, New York can be added to the 
list. 

All of the states that have it, find that it 
lives up to the rosy promises made in 1939, by 
the originating committee, which included 
Messrs. Cochrane, Ehrmann, Gretz, Guth and 
Williams. The bill now before the New York 
Legislature is as described to you in 1939, with 
only a few stream-lining modifications. Details 
of its underlying principles and operation were 
given in THE CONTROLLER, for June, 1939. 

I can now report with confidence, based on 
years of operation in these eight states, that the 
bill lives up to the objectives the committee 
stated in 1939:— 

“First of all, we wanted a simple system; sec- 
ond, we wanted a system that would auto- 
matically approximately replenish the fund, so 
there would be a revolving fund and not a 
mounting fund, as experience to date indicates 
it otherwise would be in many states; third, we 
wanted it simple enough so that administrators 
could handle it with a minimum of expense; 
fourth, we wished to preserve the incentive to 
employers to keep employees on the payroll 
just as steadily as possible—in other words, to 
furnish work instead of furnishing benefits to 
be financed through taxes.” 

Eight years ago, the State of New York 
adopted an Unemployment Insurance Law. As 
a result of Federal legislation, all states have 
adopted such laws. When the laws were being 
adopted, nobody knew how much unemploy- 
ment there would be, or the cost of benefits as 
specified. Many of the states said, “The outgo 
from this fund will be determined very largely 
by the unknown amount of unemployment in 
the state. Since there is uncertainty concern- 
ing the outgo, let’s have the inflow vary, as 
needed.” New York State did not take that 
position, but called for a fixed rate of con- 
tribution. 

One by one, the states that originally failed 
to have any control over the inflow have acted 
to bring their laws in better line with common 
sense, so that there would be some relation be- 
tween income and outgo. One of the most 
recent, and in some respects for us, the most 
important state to act on the matter was Penn- 
sylvania. Action by the Pennsylvania State Leg- 
islature came last spring, (1943) after several 
years of campaigning by employers. 

The ‘“‘New York Times” recently carried an 
advertisement inserted by the State of Pennsy]- 
vania, signed by the Governor of Pennsylvania, 
and the Secretary of the Department of Com- 
merce of Pennsylvania. It says in effect, ‘“‘Em- 
ployers—Pennsylvania is a good state in which 
to do business—it has reduced its taxes by an 
amount which annually will be in the neighbor- 
hood of $50,000,000.” This year, if New York 
had a similar provision, the saving to New 
York employers would run something over 
$70,000,000, because New York has a larger 
covered payroll. 


The principle of experience rating in unem- 
ployment insurance is exceedingly simple. Every 
other type of insurance recognizes that the 
premium ought to have some relation to the 
cost or risk. In life insurance, a young man 
pays a smaller premium than an old man, for 
the death rate is lower. The same principle 
holds in fire insurance, in workmen’s compensa- 
tion and through every type of insurance; but 
not with unemployment insurance in New York 
State. 

Over the course of years, we employers have 
paid in 2.7% of our payrolls, and in every year, 
starting with 1936 when the taxes were first 
collected, we have paid in substantially more 
than the amount that has been paid out as 
benefits. This is proper as an initial operation. 
It is perfectly reasonable to build up a safety 
fund. There is nothing in the present law, 
however, to restrict automatically the inflow of 
more funds. 

In the absence of any impelling reason for 
restricting improper payments, there have been 
many such payments made in the State of New 
York. Employers generally have not been par- 
ticularly interested in who drew benefits. You 
know, everybody’s business is apt to be no- 
body’s business. There have been leaks in the 
system. This has come to light through the 
observations of those who have investigated the 
operations under the law in this state. 

Because of the rapidly mounting balances in 
the Fund, there have been demands that the 
benefit structure should be liberalized and suc- 
cessive legislatures have made great liberaliza- 
tions. The 1942 changes probably increased the 
cost at least 60%. If this law is subjected to 
abuses, it will cease to be a protection for those 
who need unemployment insurance. It will be- 
come just one more “racket,” a means for cer- 
tain special groups to obtain income that is not 
earned, by collecting benefits financed by some 
other taxpayer . . . . maybe by you. 

The strength of America comes from the use- 
ful work that is performed. Over the years, 
this country has reached its present position of 
strength and power by having people produce; 
not by having them sit around and draw bene- 
fits for idleness. The wealth of the country must 
continue to come from the productive effort of 
the people. We must encourage production, 
not idleness. 


MoreE BENEFITS ASKED 


In New York State, with the fund rapidly 
increasing, there have been successful demands 
for a rapid increase in the schedule of benefits. 
Just as an illustration, it is now entirely pos- 
sible for an individual under the New York 
Law, to draw benefits that are 80% of his 
earnings in the previous year. This can be re- 
peated, year after year. There are people who 
are quite willing to draw all of the benefits 
they can get for nothing. In the long run, that 
type of thing is going to discourage production. 
It will work for unsatisfactory labor relations, 
and will encourage loafing instead of working. 
It will mean that there will be fewer goods pro- 
duced in New York. There will be less for the 
population as a whole, to use. 

When the Fund first started to pay benefits 
in 1938, the State had collected, in advance, 
almost one-hundred million dollars. That was 
a cushion to take care of the disbursements that 
might temporarily exceed collections. Each year 
since then the State has collected more than it 
has paid out. The fund has grown. Figures for 
the balance in the fund at the end of each year 
since are: $138,000,000; $178,000,000; $204,- 
000,000; $288,000,000; $406,000,000; and at 
the present time, over $600,000,000. That 


represents taxes collected (plus interest at Fed- 
eral Government rates) in excess of all of the 
benefits that have been paid. 

Benefits that have been paid in these six 
years total $418,000,000. The balance now on 
hand is one and one-half times the total that 
has been paid out in benefits in all of the years 
the law has been in operation. 

Some of us had discussions with the Execu- 
tive Director of the Division of Placement and 
Unemployment Insurance three years ago. At 
that time, he thought we ought to have $250,- 
000,000 in the fund, before experience rating 
functioned. In th esummer of 1942 he issued a 
news release that stated the balance then on 
hand, $350,000,000, was prepared to meet 
practically any emergency. Now the balance is 
$600,000,000, and is going up very rapidly. 
Currently, benefit payments are only equal to 
the amount of interest being earned. All tax 
collections increased the fund by an equal 
amount. Before experience rating could become 
effective, the fund will increase another hun- 
dred or two hundred million dollars. 

Let’s consider experience rating. In New 
York, employers pay all of the tax, and em- 
ployees get all of the benefits. One after an- 
other, states have adopted experience rating. 
No two groups of legislators think alike, but 
the underlying principle that the contributions 
of employers should be related to their own 
past history has now been accepted by prac- 
tically all states, except New York. If the 
employer furnishes steady work and keeps his 
employees drawing wages, that is a basis for 
lessening the amount of tax the employer pays. 


PREVIOUS BILLS VETOED 


Let’s look at the legislative history of experi- 
ence rating proposals in New York State. Twice 
the Legislature has passed a bill for experience 
rating that would give employers relief from 
some of the tax load. Twice the former Gov- 
ernor vetoed the bills passed by the Legislature. 
The veto messages explained that the Fund 
should be larger. The Fund is now two to three 
times as large as when the former Governor 
vetoed the bills. The veto messages said that 
New York should watch experience rating in 
other states. Since then we have watched many 
additional states adopt it, until at the present 
time, the states that still lack experience rating 
are not a very impressive list: Louisiana, Mis- 
sissippi, Montana, Rhode Island, Utah, Wash- 
ington, and New York. Only these seven states 
have failed to adopt experience rating. The 
Governor thought the plans adopted by other 
states were not perfect. There is other legisla- 
tion passed by New York which is not per- 
fect, but is workable. 

The problem, therefore, is squarely presented 
to the State of New York, which is surrounded 
by states that have experience rating: Do you 
wish to continue collecting from your employ- 
ers 2.7% of their payrolls, while the neighbor- 
ing states offer rates that go down when em- 
ployers do a good job of furnishing regular em- 
ployment? 

To employers who are considering their post- 
war plans, a difference in tax rate on payrolls 
is an important consideration. In companies 
that are now engaged in war work from which 
they will reconvert to civilian production, 
where shall this be done? Which of their plants 
shall be used, and which closed or reduced? 
Pennsylvania and other industrial states offer a 
possibility of going down to a 1% tax for un- 
employment insurance. That means a saving of 
1.7% of payroll, an important reduction in cost 
for many employers. 

The New York Legislature is now in ses- 
sion. If the businessmen of the State want 
lower taxes, then it seems to be in order for 
you individually to let your representatives in 
the Legislature know that this is an important 
factor in your operation. If you want the op- 


(Please turn to page 76) 
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NO. DON’T TRY IT THIS 


75 


WAY! 





























No NEED to put your entire office per- 

sonnel to work in preparing payroll 

checks! 

If you want a payroll method that will— 

Cut down on bookkeeping — and help solve 
your manpower problem 


Speed up the time it takes to write checks and 
get them to your employees 


Cut down the cost per check — 


N.W. AYER & SON 


Simply call your nearest Comptometer 
Co. representative and ask for details on 
the Comptometer Check-and-Payroll 
Plan. He’ll be glad to explain this quick, 
efficient and economical method — at no 
charge to you. Felt & Tarrant Manufac- 
turing Company, 1734 North Paulina 
Street, Chicago 22, Illinois. 


COMPTOMETER 


REG. U. S. PAT. OFF. 


ADDING-CALCULATING MACHINES AND METHODS 





SO MUCH 
FOR 
SO LITTLE 


The most durable L.L. Brown, 
ReXeKeL-@mlarti-xeoleMeohmelaelialol a7 
paper, increases account- 
ing costs only % of 1%, yet 
guarantees 100% protec- 
tion—vutmost resistance to 
wear. Your printer will 
be glad to furnish you 
with L. L. Brown papers. 


LL.BROWN 
Lepcer Paper 


MILLS AT ADAMS, MASS. 


ESTABLISHED 1849 


ooo 


L. L. BROWN'S LINEN LEDGER ® 


100% New White Linen & Cotton Fibres 


ADVANCE LINEN LEDGER * 


100% New White Cotton Fibres 


FORWARD. LINEN LEDGER 


100% New Cotton Fibres 


L. L. BROWN’S FINE 


85% New Cotton Fibres 


GREYLOCK LINEN LEDGER 


75% New Cotton Fibres 


ESCORT LEDGER & MACHINE POSTING 


50% New Cotton Fibres 
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WARTIME CHALLENGE 
(Continued from page 58) 











that business can be run for the best in- 
terests of society and not for the benefit 
of a small, select group. 


SERVE YOUR INSTITUTE 


Secondly, serve your Institute. I would 
like to dwell at length upon the activities 
of our Institute and the tremendous bene- 
fit it has been to its members. I think we 
are justified in gloating over our accom- 
plishments. I would like to tell you about 
some of the new local Controls which 
have recently been established, some of 
the work which our National Committees 
are doing, and some of the discussions 
which have taken place in our local con- 
trol meetings. Space does not permit this. 
All I want to say right now is—be active 
in The Institute’s work, even if you ap- 
proach it solely from your own selfish in- 
terests. You will get far more out of it 
than you put into it. Be active in your 
local Control. You will form a large num- 
ber of friendships and broaden your 
knowledge, both on technical subjects and 
general ones. Serve on one of our Na- 
tional Committees if you are not already 
doing so. Even if your company has no 
problem at the moment, it will enable 
The Institute to throw the weight of our 
whole group on any matter of taxation, 
renegotiation, and the like that needs at- 
tention. Furthermore, the next time your 
company may be affected, and even though 
it should never be, you must bear in mind 
that all companies are inter-dependent. 
We are just like a bunch of blocks. If one 
or two companies fall, the whole industry 
may come tumbling down as a result. The 
effect frequently extends beyond an indus- 
try and affects the business of the whole 
country. 


SERVE YOUR COUNTRY 


The third thing that I want to say is— 
serve your country. All of us have been so 
engrossed in our own personal duties 
and the responsibilities for our company’s 
operations that we are too willing to 
leave matters of civic importance for 
someone else to do. We cannot afford 
to do this any longer. Civilization is be- 
coming more and more complicated and 
there is more need for men of controller- 
ship type, who have had training and have 
understanding with respect to our eco- 
nomic problems. 

Crack-pot schemes will be advanced 
which seem both logical and plausible. 
They will be so attractively dressed in 
modern garb that we will need to be very 
careful to recognize and avoid them. Some 
of these could literally rock the founda- 
tions of our economic system and it is 


up to someone to show by facts and fig. 
ures how ridiculous they are. No one is 
in better position than the controller to 
do this work. You should also watch out 
for our own panaceas. As businessmen we 
frequently run to Washington with our 
problems, not realizing that every other 
group will do the same thing. This ac- 
tion is often necessary and legitimate, but 
we should be very careful in asking the 
government to solve our problems. In 
the first place, it admits defeat and inabil- 
ity to solve our own problems. Further- 
more, it helps to build up a hierarchy of 
arbitrary and unnecessary control. Con- 
trols—yes. We want them, but only to 
the extent that they are necessary and use- 
ful. Let us control the controls. Let us 
control and not be controlled. 

At first it might appear that there is 
some conflict between some of the above 
suggestions. There is not. Many think that 
they do The Institute or their country 
a big favor when they take a little time 
away from their regular routine work to 
do something for a trade association or 
their country. No bigger mistake was 
ever made. Such action is just enlightened 
selfishness. I am not an alarmist, but if 
we controllers, as a part of business man- 
agement, realize that our jobs and the fu- 
ture of our companies may be at stake, 
we will soon conclude that it is up to us 
to help control and guide the financial 
and business policies of the period imme- 
diately ahead of us if our job and our 
companies are to survive. I am sure that 
the Controllers will not be found wanting. 





EXPERIENCE RATING 
(Continued from page 74) 











portunity to save 1.7% (or some part of that 
if your operations are not quite good enough 
to qualify for the minimum rate) by furnishing 
steady work, let your State Senators and As- 
semblymen know it so that they may properly 
reflect the sentiment of the business interests 
of the State. 

Experience rating is not a device to deprive 
employees of any benefits to which they are en- 
titled. Experience rating is a plan to get your 
cooperation, to touch your pocketbook nerve, so 
that you may realize that it is better for you, 
the community, and the state, to keep your em- 
ployees at work, producing and drawing wages, 
rather than being idle and drawing benefits. 


“Postwar Reserves” 

A special pamphlet covering important pa- 
pers on the above timely subject, as presented 
at The Twelfth Annual Meeting of The Con- 
trollers Institute of America, is now available 
at 50 cents per copy from The Institute's head- 
quarters: One East Forty-Second Street, New 
York, 17, New York. Please send remittance 
with your order. 

Other titles in the series of eight pamphlets 
(50 cents per copy, $3.00 for the series of eight 
booklets) are: “War Contract Problems,” 'Cor- 
porate Financial Statements; Federal Reports,” 
“Federal Taxation and the National Debt,” 
“Manpower Policies ; Wage and Salary Stabiliza- 
tion,” “Pension Plans and Social Security,” 
“Postwar Considerations,” and “Controllership 
Problems.” 
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uable for 
PURCHASE —INVENTORY—PRODUCTION 


PERSONNEL—AND ALL CONTROL RECORDS 
Through the use of signals and chart- 
ing on the visible portion of the cards, 
records become active graphic charts 
of your activities as they move from 
one phase to another. Trends are 
oo gnized—enabling Managem’ to 
maintain positive control of Men— 
Materials—Machines and Money. 
No matter how exacting OT unusual 
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**.. YESTERDA Y’S LABOR 
COSTS BY 4P.M. TODA Y’’ 


A shipbuilding company employing 30,000 


men now gets a daily summary of all labor 


hours, by cost classifications, from widely 


separated timekeeping centers in less than 


24. hours after the last job card is turned in ! 


Despite wartime pressure, shifting personnel 


and lack of trained office workers, the results 


are produced at top speed — and accurately ! 


The job is done with Keysort, a McBee 


contribution to the tools of management. 





Many Considerations Involved in 
Depreciation Reserve Fund 
An article entitled, “Funding Depreciation 


and Maintenance Reserves,” in the Harvard 
Business Review, by Professor W. Arnold Hos- 
mer of the Graduate School of Business Ad- 
ministration, Harvard University, discussed 
various considerations involved in the fund- 
ing of a portion of reserves for depreciation. 
Professor Hosmer was elected to Associate 
Membership in The Controllers Institute of 
America at the November 30, 1943 meeting 
of the Executive Committee of The Institute’s 
Board of Directors. 

The article, as briefed by “The Manage- 
ment Review,” points out that there is ‘no 
single answer” to the question whether an in- 
dustrial company should fund a portion of 
its depreciation reserve by building up an in- 
vestment in government bonds. The answer, 
Mr. Hosmer declares, “depends on a number 
of factors which are not. identical in their 
applications for any two companies. 





“One of the determining conditions is the 
present rate of expansion and replacement. If 
a company is expanding rapidly, it scarcely 
seems advisable for it to accumulate a depre- 
ciation fund at the same time. Similarly, if a 
company is not expanding but is making re- 
placements currently in normal volume, there 
is ordinarily no need for a funded reserve 
because the amounts flowing in from depre- 
ciation about meet the expenditures on re- 
placement and also because there is no accu- 
mulation of delayed replacement to be met 
in the future. 

“But if a company is stabilized on a very high 
level of production, with relatively little expan- 
sion in capacity and little replacement, the flow 
of funds from depreciation will be in excess of 
needs for new plant and will accumulate as 
working capital. As we progress in the war ef- 
fort, more and more companies will come into 
this position, especially if they are using ac- 
celerated depreciation and at the same time are 
unable to replace units and lines of equipment 
as readily as in normal times. As they do at- 


tain this position, the problems of the disposi- 
tion of depreciation cash will arise. 

“Another determining factor in the disposi- 
tion of net depreciation funds is the prospective 
need for plant expenditures after the war. The 
‘liability to plant’ which will become due in 
the period of reconversion needs to be ap- 
praised now, so that adequate administrative 
measures can be taken to prepare for it. The 
extent to which plant facilities will be worn 
out or obsolete at the end of the war depends, 
of course, on the length of the war—an un- 
certain factor. 

“If a company has a well-developed cash 
budget, either formal or informal, so that each 
alternative is subjected to careful analysis, the 
process of wise allocation will be facilitated. 
The alternatives will not be changed, however, 
by the presence of a budget and will involve 
decisions between dividends, financing inven- 
tories and receivables, retirement of bank bor- 
rowings, retirement of funded debt, and the 
setting up of funded depreciation reserves in 
the form of government bonds. 

“It has been urged that working capital of 
industrial enterprises is under too much pres- 
sure now to warrant funding operations and 
that it is foolish to keep idle money in gov- 
ernment bonds when a company may be bor- 
rowing from banks or issuing securities to 
finance working capital needs. Possibly so, 
but the same argument is made against fund- 
ing tax reserves by holding tax anticipation 
notes, although many of the keenest manage- 
ments are holding such notes, often at 100 per 
cent of the tax accrual. A strong working cap- 
ital position on the day of armistice is of 
prime consequence; it can be attained only by 
forethought and planning. 

“To the extent that delayed maintenance 
exists, we have a type of exhaustion which is 
not currently recorded in the accounts. While 
a company in normal times may spend $200,- 
000 a year to maintain its property, and 
should, because of the high rate of production, 
spend $300,000 for that property during 1943, 
it may find that it is only able to undertake 
maintenance in the amount of $150,000—with 
the result that there is an accumulation of 
$150,000, which will have to be provided when 
the property is restored to its customary condi- 
tion. If no provision for this is made in the 
accounts, the income for the year will be over- 
stated in the amount of $150,000, and, what 
is possibly of equal importance, there will be 
a liability which will absorb an equal amount 
of cash at some time in the future. 

“When delayed maintenance exists, it is pos- 
sible to correct the showing of income by 
debiting Maintenance Expense and crediting 
Reserve for Maintenance in the amount of the 
delayed maintenance, so that the total charge 
to Maintenance Expense will reflect not only 
the maintenance actually done but that which 
should be done but is in fact delayed. While 
maintenance reserves of this nature have been 
employed in American industry, their use is not 
frequent—largely because conditions have not 
been such as to make this type of adjustment 
necessary. We shall probably see an extension 
of this practice in current financial reports. 

“Some companies accomplish the same pur- 
pose through a different mechanism. Recog- 
nizing the fact that the property has not been 
maintained at the level ordinarily assumed in 
establishing rates of depreciation, they treat 
this additional exhaustion as depreciation and 
increase depreciation rates accordingly as a 
part of the process of accelerated depreciation. 
Under this procedure the additional amount 
will appear as part of the depreciation €x- 
pense and the reserve as part of the reserve for 
depreciation. There is little difference in final 
effect between these two procedures.” 
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LET'S ALL BACK THE ATTACK! 


Buy on Extra Bond 


FOU ve WAR LOAN 


Official U. S. Signal Corps Photo 


ULLETS and shells . . . tanks and guns . . . ships and planes. 
These are the things the boys are asking us for—the boys at the 
front and the boys in training who are ready to go up—every one of 
them risking their lives for us. They don’t ask us to give what they' 
are giving. They ask us only to skip the easy tears . . . to invest our 
money instead of spending it . . . to lend the mere money-price of 
Victory. They ask us only to Buy an Extra Bond! 
The gun in the illust..ation is the 
30 caliber M-1 Carbine which we 


are making today for the Armed 
Forces. After Victory, equipment 


ETE or the modern, postwar mailroom 
COMPLETE og | emt me a 


will again be in production. 


COMMERCIAL 


CONTROLS 


Division of 
NATIONAL POSTAL METER CO., INC. 
ROCHESTER 2, N.Y 
BRANCHES AND AGENCIES IN PRINCIPAL CITIES 








Position Wanted 











Controller—Assistant Controller—Assistant 
Treasurer 


A permanent position as one of the above is 
desired with established business in Chicago 
area, and expecting good post war future, by a 
university graduate and C. P. A., 21 years’ 
diversified experience in public accounting, par- 
ticularly in cost accounting, systems, taxes, 
analytical reports, finance, budgetary control, 
and over a year and a half with Governmental 
Regulatory Bureau. Age 46, married, draft ex- 
empt, sound health. Box No. 421, THE Con- 
TROLLER. 


Treasurer, Controller or Export Manager 


Treasurer and Controller with wide experi- 
ence in steel, oil and chemical industries, also 
as export manager, seeks permanent position 
with well-established, progressive concern. 
Speaks and writes fluently six languages. Re- 
ply to Box 422, THE CONTROLLER. 


Controller—Office Manager 


Forty-one years old, married, draft status 
3AH, twenty-two years diversified business ex- 
perience. Thoroughly experienced in public 
and private accounting; knows taxes. Seeks 
position assuming complete charge with post- 
war opportunity and recognition. Desires New 
York City location. Box Number 389, THE 
CONTROLLER. P 





Position Open 











U.S. Navy Seeks Accountants for 
Cost Inspection Service 


At the request of Captain Kenneth G. Castle- 
man, U.S.N., Director of Naval Officer Pro- 
curement, THE CONTROLLER is happy to pub- 
lish the following announcement: 


The Navy needs a limited number of men 
who can qualify for commissions and who will 
be assigned to duty in the Cost Inspection Serv- 
ice in the Bureau of Supplies and Accounts in 
connection with contract cut-backs and termina- 
t10Ms5. 


Education and Experience Qualifications: 
Applicants must be graduates of an accredited 
college and have had at least three years of re- 
cent practical experience in the field of account- 
ancy. In the absence of a degree, applicants 
must have at least two years of college work 
with better than average grades and have had 
not less than five years of recent practical ex- 
perience in the field of accountancy. All appli- 
cants must have outstanding records in the field 
of accountancy and must have one or more of 
the following, to wit—a Certified Public Ac- 
countants certificate, considerable experience in 
cost accounting with heavy industries, or have 
been comptroller of a large organization. 


Age: 28 to 40. Rank comparable with age. 


Physical Requirements: Consideration 10 
granting waivers for physical defects will be 
given candidates whose deficiencies are not or 
ganic in nature and whose deficiencies are not 
such as to interfere with the performance of 
duty. 

Training: As directed by the Bureau of Sup- 
plies and Accounts. 

Candidates must possess officer-like qualities. 

Applications should be made at the Office of 
Naval Officer Procurement, 33 Pine Street, New 
York, 5, New York. 
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Public Attitude Toward “High” Profits 
Is Challenge to Business 


Business is on a pinnacle of popularity with 
the public today and is therefore in a position 
to gain public support for reasserting its lead- 
ership in the nation, Harold Read, vice-presi- 
dent of Opinion Research Company, New 
York, told a recent dinner meeting of the 
Bridgeport Control of the Controllers Insti- 
tute of America. 

This popularity is reflected in the fact that 
78 per cent. of Americans now believe that 
credit for this country’s amazing production 
record since Pearl Harbor should go to busi- 
ness he added. 

The public, however, is still critical of busi- 
ness on one count, Mr. Read said. 

He asserted that a survey by his organiza- 
tion 11 months ago showed 79 per cent. of the 
adults in this country believed industry was 
making excessive profits out of the war. This 


belief, Mr. Read declared, was based upon ig- 
norance of the facts. 

The median figure obtained when the pub- 
lic was asked what, in its opinion, would 
constitute a fair profit was 10 per cent., he 
said, adding that only a few businesses in this 
country are taking the trouble to inform the 
public that their current profits are actually 
lower than 10 per cent. on their sales after 
taxes. 

Mr. Read attributed this omission to the de- 
sire of business executives to paint as rosy a 
picture as possible—a picture replete with 
talk of fat millions earned—when putting out 
public reports of their operations for the con- 
sumption of their stockholders. 

The bad effect upon the public mind of such 
iterance of profits in the million-dollar brack- 
ets, Mr. Read illustrated by citing poll re- 





FRIDEN .. . High-Speed Automatic Calculators, 


offer the solution of the problems in business 


today, created by the critical shortage of com- 


petent clerical help. FRIDEN FULLY-AUTOMATIC 


CALCULATORS are available when the applica- 


tions to obtain deliveries have been approved 


by the War Production Board. Telephone your 


local Fridén Representative for information. 


Fridén Mechanical and Instructional Service is avail- 


able in approximately 250 Company controlled Sales 
Agencies throughout the United States and Canada. 


FRIDE 


EXECUTIVE OFFICES AND PLANT -~ 


CALCULATING MACHINE Co., INC. 


SAN LEANDRO, CALIFORNIA, U.S.A. 





| President Naylor Visits 
Four Local Controls 


| Mr. John C. Naylor, president of The 

Controllers Institute of America, visited lo- 
cal Controls in four cities during January, 
during the course of his St. Louis-New 
York journey in connection with the Jan- 
uary meeting of The Institute’s National 
Board of Directors, at which he presided. 
| The Controls visited included Hartford on 
| January 20, which staged a dinner meeting 

for its own and the nearby Springfield 

Control’s members ; Toledo, for a luncheon 
| session on January 25; Detroit, for a din- 
ner meeting on January 25; and Indianap- 
olis, for a dinner meeting on January 26. 











sults that showed a markedly unfavorable re- 
action to the question: “Would a profit of 
$23,000,000 be too high?” 


Do Not Know Facts 


People answering this question in the affirm. 
ative had no idea of the invested capital of 
the firm concerned, or the total value of its 
sales, or whether the figure mentioned as profits 
was arrived at before or after taxes were de- 
ducted, Mr. Read asserted. 

“The point here is that the public will jump 
to the conclusion that any profit that runs 
into millions is excessive,” he said. 

On the other hand, he revealed that only 14 
per cent. of adults questioned said they be- 
lieved a profit of six per cent. on sales of 
$380,000,000 would be excessive. “The in- 
teresting thing about these two: facts,” he 
said, “is that $23,000,000 is approximately 
six per cent. of $380,000,000.” 

Mr. Read warned his hearers that “the fel- 
lows who live on your street are not the ones 
who control the ballot box in this country,” 
and pointed out that prior to the war 86 per 
cent. of American families received less than 
$1,500 annual income. 


THINKING Is DIFFERENT 


“The thinking of these people,” he said, “is 
likely to be different from that of the people 
you are most likely to know.” 

As illustration of the necessity of tapping 
all representative sources of public opinion in 
order to arrive at proper interpretations, Mr. 
Read told of the case of a Canadian business- 
man who, after a visit to New York, con- 
cluded that no one favored Roosevelt’s reelec- 
tion. 

“He simply failed to sample public opinion 
properly since all his contacts were with busi- 
ness men,” Mr. Read said. “If he had gotten 
around to all classes he would have been able 
to substantiate the accuracy of poll results 
which show that 62 per cent. of the voters in 
this country favor a fourth term for the Presi- 
dent in the case the war has not ended by 
election day.” 


“War Contract Problems” 


A special pamphlet covering important pa- 
pers on the above timely subject, as presented 
at The Twelfth Annual Meeting of The Con- 
trollers Institute of America, is now available 
at 50 cents per copy from The Institute’s head- 
quarters: One East Forty-Second Street, New 
York, 17, New York. Please send remittance 
with your order. 

Other titles in the series of eight pamphlets 
(50 cents per copy, $3.00 for the series of eight 
booklets) are: “Postwar Reserves,” “Corporate 
Financial Statesments ; Federal Reports,” “Fed- 
eral Taxation and the National Debt,’ “Man- 
power Policies; Wage and Salary Stabilization,” 
‘Pension Plans and Social Security,” ‘Postwar 
Considerations,’ and “Controllership Prob- 
lems.” 
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TIME YOU BUY 


“EYE-EASE” 
YOU HELP TO 
SAVE TIME 








Our Fighting Men have proved what keen vision 
means on the battle front. On the home front, we, too, 
must keep vision at its best. Don’t let those two Saboteurs 

. glare and reflection... slow up your effort to keep 


pace with vital war production schedules. 


“EYE-EASE”’ Paper, with its correct green-white 
tint, ruled in restful brown and green, cuts glare, reflec- 
tion, minimizes eye-strain and fatigue. It helps to reduce 
errors, speed work, keep office workers longer at their best 


for the vital job of producing for victory. 


“EYE-EASE” is available in Pads, Books and 


Forms in sizes and rulings ordinarily used for business. 


ASK YOUR STATIONER 


A PRODUCT OF THE NATIONAL BLANK BOOK COMPANY, HOLYOKE, MASS. 
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Institute's Education Committee Plans 
Subjects for Controllership Study 


The educational program of The Con- 
trollers Institute of America is march- 
ing forward. Progress reports from the 
National Education Committee of The 
Institute, which is under the chairman- 
ship of Mr. Henry C. Perry, treasurer 
of The Heywood-Wakefield Company 
of Gardner, Massachusetts, and past 
president of The Institute, indicate the 
completion of considerable organiza- 
tional and exploratory work, as well as 
appointment of a representative and 
deeply interested group of Institute 
members to the National Committee on 
Education. 

Each of the local Controls has like- 
wise appointed a Local Committee on 
Education, one of whose members is, in 
most cases, delegated to serve in a liai- 
son capacity with the National Commit- 
tee. 

In its effort to develop a broader ap- 
preciation of controllership among the 
faculties of recognized schools of busi- 
ness in established colleges and univer- 
sities, the National Committee, through 
Mr. Perry, has recently been engaged in 
the development of a list of subjects to 
be considered as comprising the control- 





On November 23, 1942, we inserted the following advertise- 
ment in the newspapers. The thoughts expressed in it are even 


more important today than they were when first published. 


MONEY TALKS 


Make it speak the only language 
the Axis understands: 


THE RUMBLE OF TANKS 
THE ZOOMING OF PLANES 
THE CRACK OF RIFLES 
THE ROAR OF CANNON 
THE BURSTING OF BOMBS 


BUY WAR BONDS 


INTERNATIONAL BUSINESS MACHINES CORPORATION 


lership function. This list is expected 
to serve as the basis for the develop- 
ment of lecture and case material, by 
The Institute's Committee in coopera- 
tion with representatives of the scholas- 
tic field, to be recommended for use 
in the study of controllership, either as 
an undergraduate or post-graduate col- 
legiate activity. 

Among the subjects recommended to 
date for such study are the following: 
Budgets and Capital Management, Sta- 
tistics and Graphs, Taxation, Auditing 
and Accounting—Principles and Prac- 
tices, Legal Aspects, Labor and Person- 
nel Management, Business Organization 
and Administration, Reports and Inter- 
pretations, Cost Determination—Manu- 
facturing and Marketing, Insurance, 
Credit Management, Economics and 
Political Science, Sales Management, Re- 
ports to Government, Inventory Analy- 
sis and Control, Office Management, In- 
vestment Analysis, Postwar Planning, 
and Research. 

In a recent bulletin to local and na- 
tional committee members, Mr. Perry 
pointed out that “it is true, of course, 
that many educational programs are now 








relatively curtailed because of the war. 
Nevertheless, this appears to be exactly 
the time for the necessary preliminary 
approaches to college faculties. Thus we 
can prepare the way for utilization of 
the material on controllership which we 
hope to develop. 

“Development of that material is our 
present step. Consequently, I recently 
called on all Local Committees to give 
thought to the development and submis- 
sion of a list of subjects which, in their 
opinion, make up the pattern of the 
controller’s job. 

“The next step will be the tabulation 
of the responses from the Local Com- 
mittees as to these suggestions. This 
will be handled by Mr. Paul Haase, as- 
sistant secretary of The Institute and 
secretary to our National Committee. 

“After the tabulation will come the 
preparation, by Institute members, of 
case material based on the series of 
points brought out in the tabulation. 

“Once that material has been devel- 
oped and approved by the National 
Committee, the Local Committees and, 
finally, by the National Board of Direc- 
tors, we shall be in an excellent position 
for a cooperative approach to such or- 
ganizations as the American Accounting 
Association, and the individual colleges 
and universities which offer courses in 
business administration.” 

The full membership of The Insti- 
tute’s National Committee on Educa- 
tion will appear in the forthcoming 
1943 Year Book of The Institute, which 
is expected to be off the presses late in 
February. 





TAX LIABILITY 
(Continued from page 57) 











fore, why should it not be their respon- 
sibility to set up a contingent tax liability 
to the extent of an amount, which in their 
opinion is a reasonably correct amount? 

“In the case of individuals, the own- 
ers and the management are in the same 
position as the Board of Directors of a 
corporation. 

“In the case of assets other than Ac- 
counts Receivable, the computation for 
contingencies is based on the best judg- 
ment of management. Why not in the 
case of unrealized gross profit? 

“Those banks or firms of accountants 
who insist that the contingency liability 
for federal income taxes be based on the 
total amount of unrealized gross profit, 
do not take into consideration the history 
of and the actual experience in, the in- 
stallment business,” Mr. Davis concludes. 
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Reviews of Recent Publications 








A Worthy Study of Prices 


“PRICES IN A WAR ECONOMY,” by 
Frederick C. Mills. Published by the National 
Bureau of Economic Research, New York. 
(“Prices in a War Economy” is an occasional 
paper published by the National Bureau of 
Economic Research, being number 12 in a 
series of papers on the general subject, “Our 
Economy in War.”’) 

The ablest American business leaders of to- 
day are focusing a full measure of their per- 
sonal attention, as well as of the efforts of 
their research staffs, on studies of our national 
economy—past, present and projected—and on 
estimates regarding postwar international eco- 
nomics. A thorough study of the former, 
namely our national economy, particularly in 
time of all-out war, is obviously a basic es- 
sential to any approach to the latter. The 
National Bureau of Economic Research in 
carrying forth its program of special studies 
and their publication has made and is making 
an invaluable contribution to the present plan- 
ning and future actions of those leaders among 
us who are the keystone of American business. 

In his paper here under review, Dr. Fred- 
erick C. Mills has in a most explicit and un- 
derstandable presentation, outlined the Ameri- 
can economy of 1939; analysed some of the 
great changes which have taken place in that 





economy since 1939 and set forth without ar- 
gument or debate the inevitable conclusion of 
these analyses and projections. 

Using the period 1912-14 as the base pe- 
riod (100) the author records the salient fac- 
tors and trends of change already evident in 
our economy in 1939—changes which are in 
themselves of prime significance. For ex- 
ample, the total physical production of America 
in 1939 had increased by 75 per cent. as com- 
pared with 1912-14, while the population had 
increased only 35 per cent., thus affording a 
measure of improvement in the standard of 
living of certain groups during that quarter 
century. The studies portraying the incidence 
of such benefits are of real interest and im- 
portance. 

Having set the economic stage for his spe- 
cial study of prices and price trends in the four 
years thus far involved in the war period, the 
author outlines his complete findings, fully 
supported and explained by adequate tables 
and splendid charts. The data included is in- 
deed enlightening. To illustrate,—one of the 
conclusions so forcefully drawn is that while 
the cost of living rose 41 per cent. during the 
twenty-five years ending in 1939, the per ca- 
pita earnings of manufacturing labor increased 
100 per cent. and the hourly earnings of the 
same group increased 181 per cent. This was 
up to 1939. Then from 1939 to and includ- 
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ing June, 1943 the cost of living of industrial 
workers rose 25 per cent. further (over 1939) 
while per capita earnings of manufacturing la. 
bor increased 92 per cent. and hourly earnings 
of the same group increased 52 per cent. (over 
1939). During this four year war period the 
quantity of goods produced by those receiving 
such large increases in monetary rewards did 
not increase in proportion. 

Broad increases in the general price level 
under ordinary conditions would appear un- 
avoidable. But other factors enter into the 
picture in the nature of (1) the many im. 
posed governmental controls, (2) the effective 
efforts of the several important pressure 
groups, (3) the unprecedented increase in total 
productivity and resultant lower indirect costs 
per unit produced, and (4) the shift in the 
type of goods produced. All of these factors 
have played a real part in bringing about our 
present complex (and somewhat artificially 
compounded) price structure and its severe 
problems. Not the least of these problems is 
the much discussed and not too clearly under. 
stood factor of inflation. 

The development of these price studies is 
inseparable from an analysis of their counter. 
part inflation. One cannot fail to realize the 
extent to which “the essence of inflation” (to 
use the author’s phrase) has already become 
the incidence of inflation. Dr. Mills in the 
clearest terms indicates the groups most bene. 
fited (and least) and these results cannot be 
considered apart from the pressure groups so 
closely associated with present day politics. 

The reader is deeply impressed with what 
one might refer to as a succession of blows of 
realities. The most notable of these is the 
obvious continued pressure towards higher 
prices—to the advantage of certain groups 
(farmers and manufacturing labor in partticu- 
lar) and to the critical detriment of others 
(those living on salaries and fixed incomes) 
and to the ultimate hurt of all through that 
inflation. 

To quote from the concluding paragraph of 
this splendid work ‘“‘The price system of Mid- 
1943 is under continuing inflationary pres- 
sure.”’ Recent events, strikes and impending 
strikes of serious magnitude, accentuate the 
degree of this pressure and the author ably 
points out the affected parts of our economy. 
If one is at all concerned with acquiring a 
clearer understanding of the price phase of 
“Our Economy in War” and its inseparable 
counterpart inflation (or as Dr. Mills labels it 
“the essence of inflation’) I would urge a 
careful reading of “Prices in a War Economy.” 
(102 pages—including an appendix of ap- 
proximately 35 pages of supporting tables). 

Reviewed by HaRoLp C. Stott. 


The Role of Government 


WARTIME GOVERNMENT IN _ OPER- 
ATION. By W. H. Nicholls and John A. 
Vieg. The Blakiston Company, Philadelphia. 
$1.50. 

This study recounts war measures of the 
government, its capacity and incapacity in its 
course, and finally makes some suggestions for 
betterment in the prevailing trend of current 
opinion. 

For example, this work repeats the common 
assertion that representative government is on 
trial. Historically, it rather appears that rep- 
resentative government is the fatal termination 
of all human experience and could only be 
superseded by a lesser and more grisly exptes- 
sion in government. ; 

The work thus assumes that the delegation 
of broad powers from the legislative to the 
executive is a necessity in war. It accepts with- 
out question, as is modernly done, the trend to 
government by administrators, of “‘extempora 


dictate and the undetermined resolution,” ua - 
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der which regimes the sun of civilization al- 
ways sets against the winter landscape. 

There is a commentary of Jefferson in his 
“Virginia Notes” which is with much point 
today. “On the invasion of Virginia by the 
British,” says Jefferson, ‘it was proposed and 
it lacked but a few votes of carrying to ap- 
point a dictator over our lives completely. It 
was wanted to hand over the lives and prop- 
erty of men who were fighting to be governed 
by a plurality of their fellows to a single 
despot or tyrant. The event belied the neces- 
sity and thus it was common treason to have 
made the proposal that the instrument which 
was to be the object of the lives of those who 
fought for it was unable to shield them in an 
emergency.” ; 

The important act of government at war is 
the prosecution of the battle. It is a matter of 
getting together the men and the sinews of 
war and of launching them on victorious cam- 
paigns. It has taken the government of the 
United States some two years to arrive at the 
point where the major campaigns of the war 
can be begun. It is evident that the state of de- 
fense in the Pacific was insufficient to deter 
attack in the first place. The fundamental con- 
sideration now is the grand battle. The essen- 
tial now seems to be the generalship which 
will down the German and the Jap and so pro- 
duce a return to representative government, 
in the high form and not on the low plane. 

—Reviewed by A. S. POUCHOT. 
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RECONVERSION 
(Continued from page 67) 











scale. Automobile makers are set to step 
up their output by 50% over pre-war 
production and railroads are already or- 
dering new lightweight freight cars and 
“sleeper-coaches.” 

Textile products in the postwar years 
will lean largely to blended fabrics of 
cotton, rayon and wool. Born of neces- 
sity, blends have caught on so well that 
today only five of New England’s 127 
so-called cotton mills are still turning 
out cotton goods exclusively. Carpet 
mills are set to reach normal capacity 
operations providing 30,000 jobs within 
five months, after having become duck- 
makers for the duration. 

Coal is slated for a mighty comeback, 
probably at the expense of oil. The war- 
time practice of farming out work to 
sub-contractors will continue. Chemicals 
and plastics will really hit their stride. 
In fact, postwar plans for doubling 
ethyl cellulose output were hastily 
hauled out ahead of time to fill a vital 
wartime plastics gap right now. 

Products of typical American inge- 
nuity are expected to open a vast poten- 
tial foreign trade. One chemical pro- 
ducer is already doing $10,000,000 an- 
nually in Latin America, selling drugs 
and cosmetics to Germany's onetime 
staunchest overseas customers. Smaller 
packages to meet smaller spending abil- 
ity, along with the right kind of promo- 
tion did the trick in this instance. 

“Postwar Planning Now” was ob- 
tained from interviews with key manu- 
facturing executives and government of- 
ficials throughout industrial America. 















TWO NEW DIEBOLD PRODUCTS 


Visible Records Equipment Company, producers of Tra-Dex and 
Flex-Site equipment, is now a division of Diebold, Incorporated 


TRA-DEX 


VERTICAL VISIBLE FILES. 


_Ideal for machine or hand 
posted records. Thousands of 
records, with three-way visi- 
ble margins, are at the oper- 
ator’s finger tips. Sectional 
and manifold models in a 
wide range of capacities, and 
accommodating cards of any 
size from 3 x 5 to 15 x 12. 
















The advantages of bound and 
loose leaf books plus visi- 
bility. A method of record- 
keeping that is preferred by 
many because of the conve- 
nience of portability, ease of 
operation and the adapta- 
bility to record forms of all 
types and sizes. 


(EX-SITE 


VISIBLE BOOKS . 





WORTHY COMPANIONS TO 


Candineer wocanv eine 


The sensation for smooth record- 
keeping routines. A wheel brings 
any one of 6000 records instantly to 
hand. Speeds finding, filing, posting. 


DIEBOLD, INCORPORATED 
CANTON 2, OHIO 














DIEBOLD 


‘Systems to Fit the Routine” 


CARDINEER TRA -DEX FLEX — SITE 
ROTARY FILES VERTICAL VISIBLE FILES VISIBLE BOOKS 


SOLVE THE PROBLEM : SPEED THE WORK: REDUCE THE COST 
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INSTITUTE ACTIVITIES 








PERSONAL NOTES 


Lieutenant Colonel Milton M. Fritch has 
been appointed Director of Finance of the Army 
Exchange Service, according to announcement 
by Colonel R. Parker Kuhn, deputy chief of 
Army Exchange Service. Colonel Fritch is on 
leave from Saks Co., New York, where he was 
controller of all Saks-Fifth Avenue stores. He 
is a member of the Controllers Institute of 
America, being holder of certificate 1784 by 
virtue of election to membership in October, 
1940. 


Mr. C. G. Phelps, Secretary and Treasurer 
of the Wolverine Brass Works of Grand 
Rapids, has accepted the chairmanship of the 
Admissions Committee of the Western Michi- 
gan Control of The Institute. 


A member of The Institute, H. G. Peterson, 
who is Controller of Brown Instrument Com- 
pany, a division of Minneapolis Honeywell 
Regulator Company, was the author of an 
article which appeared in the December issue 
of “The Office.” Mr. Peterson discussed ‘‘cer- 
tain common sense principles in office per- 
sonnel management.” 


Robert E. Frederickson resigned in Decem- 
ber, for reasons of health, as Vice-President 
and Treasurer of Symington-Gould Corp. He 
will continue as a member of the Board of 
Directors. Mr. Frederickson is a member of 
the Rochester Control of The Institute. 


John D. Grayson, a member of The Institute, 
has been named treasurer of Hazeltine Elec- 
tronics Corporation, New York City. Mr. Gray- 
son had previously served as Controller. 
Elected a member of The Institute in December, 
1939, Mr. Grayson is holder of Certificate 
Number 1561. He was a speaker at the Confer- 
ence of the Radio, Electrical and Allied Indus- 
tries at the recent Twelfth Annual Meeting of 
The Institute. 


A member of The Institute, Peter Guy Evans, 
certified public accountant, and assistant secre- 
tary of National Starch Products, Inc., New 
York, is co-author with Dr. J. Stanley Halperin 
of the 1944 edition of “For Personal Income 
Tax,” a guide written especially for small tax- 
payers. Published by Evans and Halperin, 428 
West 25 Street, New York 1, New York, the 
book is distributed nationally by the Wool- 
worth chain of stores. Over two million copies 
of previous editions have been sold, to give 
the publication “best seller’ status among 
guides in the less-than-a-dollar group. 


R. D. Pakenhan was elected Secretary-Treas- 
urer of The Oilgear Company of Milwaukee on 
November 26, 1943, succeeding S. M. Heller, 
who has retired. John A. Lueck was elected 
Assistant Secretary and Assistant Treasurer. Mr. 
Pakenhan, a member of the Milwaukee Con- 
trol is holder of Certificate 968 by virtue of 
membership in The Institute since August, 
1937. 

T. N. Anderson, executive vice president 
and director of American Can Company, re- 
tired on December 31, 1943, it was an- 
nounced by the company’s president, M. J. 
Sullivan. A member of The Controllers In- 
stitute of America since December 1936, and 
holder of Certificate Number 846, Mr. An- 
derson, upon his retirement, had completed 
43 years of service to American Can Com- 
pany, having joined the organization in 
1901. 


Lee T. Melly, vice-president and treasurer 
of Ward Baking Company, has been named a 


director of Public National Bank and Trust 
Company of New York. Mr. Melly was elected 
to membership in The Controllers Institute of 
America in August, 1941 and is holder of 
Certificate Number 1973. 


Joseph H. Shields recently resigned his posi- 
tion as controller of The Cudahy Packing Com- 
pany of Chicago to accept a similar position 
with Hall Brothers, Incorporated, Kansas City, 
Missouri, printing firm. He is succeeded in 
the Cudahy controllership post by Paul H. 
Mott. Mr. Shields, a member of The Control- 
lers Institute of America since August, 1940, is 
holder of Certificate Number 1730. 


Leonard P. Groves became executive as- 
sistant to the State Administrator of New 
Jersey War Finance Committee on January 
1, 1944. Formerly treasurer of Federal 
Trust Company in Newark, Mr. Groves is 
a member of The Controllers Institute of 
America and is holder of certificate number 
2591. 


Edward E. Reardon, auditor of the Edward 
G. Budd Manufacturing Company, Phila- 
delphia, since 1936, was advanced to the post 
of controller in December. A member of The 
Institute since 1938 and holding certificate 
number 1213, Mr. Reardon has been con- 
nected with the Budd Company since 1915 
when he started work as an office boy. In 
1930-31 he spent sixteen months in France 
working as a Budd accountant-representative 
with the Citroen Company, automobile manu- 
facturers. 


Lloyd E. Kennedy, who was elected to mem- 
bership in The Institute on October 29, 1943, 
has been named secretary and treasurer of 
Deere & Company, Moline, Illinois, succeed- 
ing in this post the late T. F. Wharton, a mem- 
ber of The Institute who died on October 13. 
Mr. Kennedy had served as comptroller of 
the company since November 1, 1942. B. H. E. 
Gill has succeeded Mr. Kennedy as comp- 
troller. 

Charles C. Clough, who has been comp- 
troller of Manufacturers Trust Company, of 
New York, since 1929, has been elected a 
vice-president and now holds the title of vice- 
president and comptroller. 


George C. Claghorn, a member of The In- 
stitute since February, 1932, and holder of 
Certificate number 59, was recently appointed 
by the firm’s Board of Directors, to be As- 
sistant Treasurer of Brewster Aeronautical 
Corporation, Long Island City, New York. 


Pittsburgh Control Names 
Termination Committee 


President William L. Naylor of the Pitts- 
burgh Control of The Institute has named a 
Committee on Termination Audit Procedure 
under the chairmanship of Clifford A. Hill, 
secretary and auditor, Dravo Corporation. Serv- 
ing in an advisory capacity on the committee 
is Mr. Dundas Peacock of Elliott Company, 
Jeannette, Pennsylvania, who is chairman of 
The Institute's National Committee on Ter- 
mination Audit Procedure and Renegotiation. 
The local committee has been appointed to 
work closely with the National Committee 
through Mr. Peacock, and also to serve as a 
contact medium for the local Ordnance Branch 
of the War Department. 

Besides Mr. Hill and Mr. Peacock the com- 
mittee includes the following: Mr. R. C. 
Markle, comptroller, Carnegie-Illinois Steel 


Corporation; M. M. Schratz, auditor, Alumi- 
num Company of America; Vine F. Covert, 
assistant comptroller, Westinghouse Electric 
and Manufacturing Company; A. V. Murray, 
executive vice-president, Scaife Company. 


Experience Rating Program for 
New York State Discussed 


A special luncheon meeting of the New York 
City Control of the Controllers Institute of 
America, for discussion of experience rating in 
unemployment insurance was held on Thurs- 
day, January 13, in the Hotel Shelton. Frank 
B. Cliffe, assistant comptroller of the General 
Electric Company, Schenectady, spoke on “‘Ex- 
perience Rating in Unemployment Compensa- 
tion: Will You Share in a $70,000,000 Tax 
Saving?” 

Mr. Cliffe, who is in charge of all Social 
Security policies and problems for his company, 
has served on the Legislative Committees of 
several states drafting unemployment laws, and 
has served others as administrative advisor on 
unemployment insurance and related matters, 
His paper appears on page 74 of this issue of 
THE CONTROLLER. 


THINKS TERMINATION REPORT 
EXCELLENT JOB 


Mr. ARTHUR R. TUCKER 


Managing Director: 

I have just received my copy of the report 
prepared by the Special Committee on Termina- 
tion Audit Procedures. It looks as though The 
Institute has rung the bell again. This seems 
to me to be an excellent job. 

C. J. KUSHELL, JR. 
De Laval Steam Turbine Company 
Trenton, New Jersey 





OBITUARY 











LYLE HOWARD OLSON 


Lyle Howard Olson, vice-president of the 
American Appraisal Company, real estate and 
general appraisal company of Milwaukee, with 
New York offices at One Cedar Street, died at 
his home in New Rochelle, New York, on Jan- 
uary 14. He was sixty-eight years old and had 
been ill for a few weeks before his death with 
pneumonia. y 

Funeral services were held on January 16 in 
New Rochelle. Mr. Olson is survived by his 
wife, Mrs. Flora Tuchel Olson, and _ three 
daughters, Miss Eleanore Olson, Mrs. Meredith 
Schwartz and Mrs. Ruth Taplin. 

A member of The Controllers Institute of 
America since August, 1938, he was holder of 
Certificate number 1248. ; 

Mr. Olson joined the American Appraisal 
Company in 1898 in Milwaukee as an appraiser 
and later was promoted to general manager. 
In 1922 he was made vice-president and chait- 
man of the executive committee and moved to 
New York. eee 

He was also chairman of the Association 0: 
Appraisal Executives, president of the Tech- 
nical Valuation Society, and a vice-president of 
the finance division of the Association for the 
Advancement of Management. 
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Current and Recent Publications 


of The Controllers Institute of America 


“Postwar Reserves” 
“War Contract Problems” 


“Corporate Financial Statements; Fed- 
eral Reports” 


“Federal Taxation; The National Debt’’ 


‘Manpower Policies; Wage and Salary 
Stabilization” 

“Postwar Considerations for Controllers” 

“Controllership Problems” 


‘Pension Plans; Social Security” 


October, 1943 
October, 1943 


October, 1943 
October, 1943 


October, 1943 
October, 1943 
November, 1943 
November, 1943 


$.50 


50 


The eight publications, immediately above, constitute the proceedings of 
the Twelfth Annual Meeting of The Institute. The series of eight is avail- 
able for $3.00 to non-members. Members received them without charge. 


“Wartime Planning to Meet Postwar 
Problems” 


“The Accounting Treatment of the Post- 
war Refund of Excess Profits Tax” 


“Withholding Problems under the 1943 
Pay-As-You-Go Tax Act” 


“Year Book—1942” (Members Only) 


September, 1942 


December, 1942 


June, 1943 
June, 1943 


1.00 


25 


$1.00 











Depreciation and Depletion Studies 


Valuations and Appraisals 


Organization and Business Reports 


Securities Registration Investigations 


Design and Construction 


Industrial Engineering 


Ford, Bacon & Davis 


dncorporated 


Engineer's 





39 BROADWAY 


Philadelphia - 


Washington 


NEW YORK, N. Y. 


” Chicago 








Unauthorized 


Questionnaires 


Excerpts from an address by W. J. Donald, 
Chairman, Advisory Committee on Govern. 
ment Questionnaires, and Managing Director, 
National Electrical Manufacturers Associa 
tion, as presented at the Twelfth Annual Na. 
tional Meeting of The Controllers Institute. 

The appearance of questionnaires which 
have not received the approval of the Bureay 
of the Budget, although such approval is re 
quired by the Federal Reports Act, is prob. 
ably the most disturbing of all questionnaire 
experiences. These requests are known as boot- 
leg questionnaires. They usually originate in 
the lower operating levels of federal, agency 
organizations, in remote branch offices .of war 
agencies, generally without deliberate intent 
to violate or circumvent the statute. 

Sometimes a cooperative relationship be. 
tween a federal agency and a trade association 
will provide an opportunity for the agency 
to induce the association to solicit the infor- 
mation for it. In such cases, the trade asso- 
ciation agreeing to collect the information for 
the agency may refer to the fact that it has 
been asked to do so by the federal govern. 
ment, leading to situations embarrassing to 
both parties. An earlier attempt to get the in- 
formation may have failed. 

Whatever the method or the motive, iden- 
tical requests by federal personnel to ten or 
more persons outside of the government, 
whether by questionnaire, application, tele- 
phone, telegram, interview in person or by 
proxy, are required to have the approval of 
the Bureau of the Budget. The only exemp- 
tions are those specifically exempted by the 
Act itself, notable Bureau of Internal Reve- 
nue forms. 

The Advisory Committee has taken steps to 
get publicity on the subject of unauthorized 
questionnaires, and I am happy to say The 
Controllers Institute of America has been most 
cooperative. 

The cost of supplying the government with 
its essential informational needs is a legitimate 
cost which business is willing to bear. But 
business is not willing to bear useless or 
wasteful questionnaire costs. One company 
spent $192,225 on federal reports last year. 

One questionnaire, issued monthly, costs the 
government about a half-million dollars an- 
nually to issue, collect and process, while 
business fears a financial cost between 10 and 
20 million dollars yearly. 


“Duties” List Helpful 


ARTHUR R. TUCKER 
Managing Director: 


I never did thank you for sending me copies 
of “Duties of a Controller.’’ Although over- 
due, please accept my thanks. I have found the 
list very helpful. In trying to set up organi- 
zations, we have run into no end of trouble in 
selling the idea of controllership. The old line 
of Secretary and Treasurer is pretty hard to 
break up. By presenting your list of duties, 
together with the. necessary by-law amend- 
ments, it has saved me days and weeks of un- 
necessary arguments and usually leaves every- 
body happy. 

J. A. RYAN 
C. M. Keys Aircraft Service, Inc., 
New York 
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MEETINGS OF CONTROLS 








TWIN CITIES 

President E. C. Peterson has named the fol- 
lowing Education Committee for the local con- 
trol, to cooperate with The Institute’s National 
Committee on Education: F. J. Hickling, Min- 
nesota & Ontario Paper Company, Chairman; 
L. Anderson, Minneapolis Star Journal and 
Tribune Company; J. R. Smith, Northwestern 
National Bank of Minneapolis. 


TOLEDO 
Topic: “WAGE AND HOUR PROB- 
LEMS” AND ELECTION OF OFFI- 

CERS 


The monthly meeting of the newly-organized 
Toledo Control was held on January 13, 1944 
at the Hotel Secor. Fifteen members and three 
guests attended. The Nominating Committee— 
whose members were the Messrs. H. T. Led- 
better, The Toledo Edison Company, Chairman; 
E. P. Heiles, Surface Combustion Corporation, 
and W. F. Webb, Textileather Corporation— 
presented the following slate of officers, all of 
whom were duly elected: 

President, E. J. Komarek, Kobacker Stores, 
Inc., Toledo; Vice President, William F. Webb, 
Textileather Corporation, Toledo; Secretary 


x\ 
yo” A Handy Guide to 
PREMIUM PAY 


NY 


All rulings and interpretations 
on Premium Wage Rates organ- 
ized into one compact, indexed 


booklet: 


Full Text of Order 


Opinions by Secretary of 
Labor 


Coverage—Exemptions 
Official Answers to 
Questions 
WLB Rulings 
Saturday and Sunday Work 
Rates—W orkweeks 


now available for everyday use 
and reference by yourself and 
your operating associates, 


at ONLY $1 a copy 


ADDRESS REQUESTS TO 
DEPT. PR 


THE BUREAU OF 
NATIONAL AFFAIRS, INC. 


A Private Organization Engaged in Publishing Ser- 
vices Relating to Current Legal and Economic 
' Subjects 


2201 M St., N. W. Washington 7, D. C. 





and Treasurer, J. B. Fenner, Electric Auto-Lite 
Company, Toledo. 

Directors of the Control, also elected at the 
meeting, are: J. C. Behringer, American Steel 
Package Company, Defiance; Warren Case, the 
La Salle & Koch Company, Toledo; L. L. 
Hawk, The Aro Equipment Corporation, 
Bryan; E. P. Heiles, Surface Combustion Cor- 
poration, Toledo; H. C. King, The Ohio Oil 
Company, Findlay; H. T. Ledbetter, The To- 
ledo Edison Company, Toledo; E. L. Stewart, 
Sandusky Foundry & Machine Company, San- 
dusky. 

The president appointed the following com- 
mittees and stated that other committees would 
be appointed subsequently: 

Membership Committee: H. T. Ledbetter, 
Chairman; P. E. Roper, G. W. Lishawa. 

Program Committee: W. F. Webb, Chair- 
man; J. V. Britt, F. S. Slick. 

As Chairman of the Program Committee, Mr. 
Webb took over the discussion on Wage and 
Hour Problems, which was a continuation of 
the subject at the December meeting. Most of 
the members present had something to say dur- 
ing the hour and a half devoted to the discus- 
sion. 

The topic for the meeting on February 10 is 
“Budgets and Budgetary Control.’’ The monthly 
meetings of the Control will be held at the 
Hotel Secor, Toledo, Ohio, on the second 
Thursday of each month at 6:00 P.M. sharp. 


SYRACUSE 
Topic: “WAGE STABILIZATION” 


At the regular monthly meeting of the Syra- 
cuse Control of The Controllers Institute of 
America, held Tuesday evening, January 18, 
T. M. Cox, Jr., of the Carrier Corporation, 
spoke on “Wage Stabilization.” 


ST. LOUIS 
CHRISTMAS PARTY 
The regular monthly meeting of the St. Louis 
Control of The Institute, on December 20, 
1943, featured the annual Christmas party of 
the organization. Twenty-four members and 
five guests of the Control were in attendance. 
During the program, it was announced by Presi- 
dent Roantree that the Seventh Mid-Western 
Conference of controllers, of The Institute, is 
to be held in St. Louis on April 30-May 2, 
1944, under the general chairmanship of 
Daniel M. Sheehan, who has already appointed 
committee chairmen for the conference. 


SPRINGFIELD 
JOINT DINNER AT HARTFORD 
Members of the Springfield Control of The 
Institute were invited to join members of the 
Hartford Control at a special dinner meeting to 
honor the visit of National President John C. 
Naylor of The Institute on January 20 at the 
Hartford Club in Hartford. 


SAN FRANCISCO 
Topic: PENSION PLANS 


Members of the San Francisco Control of The 
Institute heard Clarence W. Peterson, of the 
John Hancock Mutual Life Insurance Company, 
discuss “Pension Plans’’ at the regular monthly 
meeting on January 20 at the St. Francis Hotel. 


ROCHESTER 
EXECUTIVES’ NIGHT 
As the concluding event on a very interest- 
ing series of monthly meetings during the past 
year, the Rochester Control of The Institute 


scheduled an ‘Executives’ Night’ session for 
its meeting on December 29. Twenty members 
of the Control and 14 guests, representing a 
good cross-section of top executive management 
in Rochester, were present and heard a resume 
of the history and accomplishments of The 
Controllers Institute of America. 


PORTLAND 
ELECTION OF OFFICERS 


The first official meeting of the newly organ- 
ized Portland Control of The Institute was held 
in the Heathman Hotel on January 7, with 16 
members in attendance. Greetings to the new 
Control from Mr. John C. Naylor, The Insti- 
tute’s president, Mr. Arthur R. Tucker, manag- 
ing director, and Mr. Paul Haase, assistant 
secretary of The Institute, who had visited Port- 
land in November to aid in the organization of 
the local Control, were read by Chairman Ray- 
mond E. Brennan, treasurer and comptroller of 
the Portland General Electric Company. 

The report of the Nominating Committee 
was presented and unanimously adopted as fol- 
lows: 

President, Raymond E. Brennan; Vice-Presi- 
dent, Frank S. Hecox, Iron Fireman Manufac- 
turing Company; Secretary-Treasurer, E. E. 
Ullrey, Willamette Iron and Steel Corporation. 

Directors chosen at the meeting are: M. D. 
Field, The California Oregon Power Company, 
Medford; Leonard Roberts, Fred Meyer, Inc.; 
George R. Perkin, Columbia River Packers As- 
sociation; Frank A. Rostedt, Willamette Hyster 
Company. 

President Brennan named Auditing, Admis- 
sions, Nominating and Program Committees for 
the current year and expressed appreciation to 
Mr. Field for having traveled some 300 miles 
from Medford, Oregon to attend the meeting. 
Mr. Field is holder of Membership Certificate 
number 363 by virtue of his election to The 
Institute in August, 1934, which gives him the 
distinction of being the longest active member 
connected with the Portland Control. Mr. 
Brennan has also been a member of The Insti- 
tute for several years, having been elected to 
membership in June, 1936 and being holder, 
thereby, of Certificate number 739. 

The Portland Control’s charter members in- 
clude, besides the above-named, the following: 
Paul Boutcher, M & M Wood Working Com- 
pany; M. D. Carter, Western Cooperage Com- 
pany—Hawley Pulp & Paper Company; Mar- 
shall A. Case, The Bank of California, N. A.; 
Paul R. Enright, Eastern Oregon Light & Power 
Company, Baker; R. F. Grantz, The Oregonian 
Publishing Company; R. K. Lake, The Clark 
and Wilson Lumber Company of Delaware; 
Joseph C. Landrud, Columbia Aircraft Indus- 
tries; Henry M. Langton, Commercial Iron 
Works; DeOtis Loring Marlett, Bonneville 
Power Administration; Thomas C. McIntire, 
B. P. John Furniture Corporation; Robert L. 
Torson, Journal Publishing Company; Henry 
H. Wade, Northwestern Ice & Cold Storage 
Company; and Hugh J. Walker, The United 
States National Bank of Portland. 

Regular meetings are to be held on the third 
Friday of each month, the next to be on Feb- 
ruary 18. 





PITTSBURGH 
Topic: FEDERAL TAXATION 
A joint meeting of the Pittsburgh Control 
of The Institute, the Pennsylvania Institute of 
Certified Public Accountants, and the Pitts- 
burgh chapter of the National Association of 
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Norden Bombsights 


Years of experience in precision manufacturing 
are enabling Burroughs to produce and deliver 
the famous Norden bombsight—one of the most 
precise instruments used ia modern warfare. 


New figuring and accounting machines are also 
being produced by Burroughs for the Army, Navy, 
U. S. Government and other enterprises whose 
needs are approved by the War Production Board. 


et ae 
eee. ms 
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*% BUY MORE WAR BONDS x 





FIGURING, ACCOUNTING AND STATISTICAL MACHINES 





When an army moves, it puts to the test a tremendous volume 
of patient, precise figuring: 

Figuring the size of the forces ... How many troops? What 
proportions of air, ground, armored? 

Figuring maintenance and supplies . .. How many shoes and 
ships and tank destroyers, trucks and hundreds of thousands 
of other items? 

Figuring to anticipate contingencies and casualties . .. What 
reserve strength? What quantities of medical supplies? 
Figuring rapidly and accurately to avoid delays and depriva- 
tion that may uselessly endanger lives. 

Wherever there is figuring that supports the war, thousands 
of Burroughs machines are on the job, expediting and simplify- 
ing the work, contributing to accuracy. In war, as in peace, 
Burroughs machines serve the nation. 

BURROUGHS ADDING MACHINE COMPANY e DETROIT 


Burroughs 
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‘MARCHANT 
Feat 


| WITH 
AUTOMATIC 


MULTIPLICATION 


(One of many Marchant ‘'Firsts’’) 







Deliveries subject co 
“essential use’’ priorities 


of Caleulating as 
advanced by MARCHANT 


Automatic Multiplication, 
first introduced among Ameri- 
can calculators by Marchant, 20 
years ago, was acclaimed the 
outstanding calculator achieve- 
ment of its day. 

In its present highly improved form, 


it brings the exceptional time sav- 
ings mentioned below. 














AUTOMATIC MULTIPLICATION 
in the Marchant of today multiplies 
9358 X 3456 in 3 %seconds... which 
includes time for setting up amounts 

' and clearing. 

* You merely enter the figures into key- 
boards as fast as youreadthem. The instant 
you enter the last figure the complete an- 
swer is before you... . with dial proof 
of all factors! 

Automatic Multiplication is one of 
20 Points of Superiority by which 
Marchant brings speed, accuracy, and 
good nature to all calculator work, 





HIRTY -FOURT! 





Marchant Calculating Machine Company 
Home Office; Oakland 8, California, U.S. A. 


SALES AGENCIES AND MANUFACTURER'S 
SERVICE STATIONS GIVE SERVICE EVERYWHERE 








MEETINGS OF CONTROLS 








Cost Accountants, on January 19th at the Fort 
Pitt Hotel, heard Maxwell E. McDowell of 
New York, head of the Tax Department of 
Standard Oil Company (New Jersey), dis- 
cuss current taxation problems. Mr. McDowell 
is well known to members of The Institute as 
a speaker at annual and local meetings. He 
is, at the present time, chairman of the Com- 
mittee on Federal Taxation of the New Jer- 
sey State Chamber of Commerce. Presiding at 
the meeting was Samuel Johnson, Assistant 
Controller of Gulf Oil Corporation. 


NEW YORK CITY 
Topic: FINANCIAL STATEMENTS 


Wartime problems in the presentation of 
financial statements were analyzed at the Jan- 
uary 18 dinner meeting of the New York City 
Control of The Institute at the Hotel Shelton 
by Walter A. Staub, partner of Lybrand, Ross 
Bros. & Montgomery, certified public account- 
ants. Mr. Staub is a past president of the New 
York State Society of Certified Public Account- 
ants and at present is chairman of the Commit- 
tee on Accounting Procedure of the American 
Institute of Accountants. In 1941 he was 
Arthur Lowes Dickinson Lecturer at the Grad- 
uate School of Business Administration at Har- 
vard University. Mr. Staub’s presentation be- 
fore The Institute’s members was from the 
viewpoint, not of the public accountant, but of 
controllers and business men responsible for the 
preparation, presentation, and issuance of their 
companies’ financial statements. 


MILWAUKEE 
Topic: INFLATION 
Dr. Charles F. Roos, president of the Econo- 
metric Institute, spoke on “‘Inflation’’ at the 
regular monthly meeting of the Milwaukee 
Control of The Institute on Tuesday evening, 
January 11, in the University Club. Dr. Roos 
was formerly secretary of the American Asso- 
ciation for the Advancement of Science, and 
research director of the National Recovery Ad- 
ministration. 


LOUISVILLE 
CHRISTMAS PARTY 
Under the direction of W. H. MacLean, vice- 
president of the Control, and J. R. Sanderlin, a 
member of its Board of Directors, the Louis- 
ville Control of The Institute staged a special 
Christmas party on the occasion of its Decem- 
ber 29 meeting in the Pendennis Club. 


LOS ANGELES 
Topic: CONTRACT TERMINATIONS 


Captain J. P. Carr of the San Francisco Army 
Ordnance District, who is in charge of terminat- 
ing Army contracts in the West Coast area, 
spoke on “Army Contract Terminations’ at the 
regular monthly meeting of the Los Angeles 
Control of The Institute, held Thursday eve- 
ning, January 13, in the Hotel Clark. 


KANSAS CITY 


Topic: PENSION PLANS 


Joseph A. Budlinger, vice-president and ac- 
tuary of the Kansas City Life Insurance Com- 
pany, and James T. Langston, tax attorney for 
that firm, spoke on “Profit Sharing and Pen- 
sion Plans under the 1942 Revenue Act” at the 
regular monthly meeting of the Kansas City 
Control of The Institute. J. L. Batchler, con- 
troller of the Kansas City Life Insurance Com- 
pany, was technical chairman of the meeting, 
which was held on January 10, in the Univer- 
sity Club. 


HARTFORD 
Topic: 1944 OUTLOOK 
Louis Shellback, editor of “Trade and Se- 
curities,”’ one of the leading journals on in- 
vestments and business economics, presented a 
highly interesting discussion on “The Outlook 
for 1944” before the January 13 dinner meet- 
ing of the Hartford Control of The Institute, 
at the Elm Tree Inn in Farmington. Three new 
members of the Control, Messrs. Athearn, Burn- 
ham and Goodrich, were welcomed to the roster 
during the past month. 


DISTRICT OF COLUMBIA 
Topic: POSTWAR ECONOMICS 


Consideration of ‘Postwar Economics’ was 
featured at the regular meeting of the District 
of Columbia Control of The Institute, held at 
the Carlton Hotel on January 25. The speaker 
was Dr. Paul O'Leary, Managing Director of 
the Research Institute of America. 


DETROIT 
Topic: CURRENT PROBLEMS 
A round table discussion of current prob- 
lems featured the December 28, 1943 dinner 
meeting of the Detroit Control of The In- 
stitute at the Hotel Statler. The meeting 
was restricted, because of the nature of the 
program, to Control members only. 


DAYTON 
Topic: POSTWAR PROBLEMS 
M. A. Spayd, executive vice-president and 
general manager of the Standard Register Com- 
pany, discussed “Postwar Planning and Read- 
justments” at the regular meeting of the Day- 
ton Control of The Institute, held Thursday 
evening, January 13, in the Van Cleve Hotel. 
Mr. Spayd is President of the Dayton Chamber 
of Commerce and district manager of the Com- 
mittee for Economic Development. Members 
of the Ohio Society of Certified Public Account- 
ants were also invited to attend the meeting. 


CLEVELAND 
Topic: RENEGOTIATION 


A panel discussion on ‘‘Renegotiation” fea- 
tured the regular monthly meeting of the 
Cleveland Control of The Institute held Tues- 
day evening, January 11, in the Hotel Cleve- 
land. The participants in the discussion were 
George S. Dively, of the Harris-Seybold-Potter 
Co.; Lloyd D. McDonald of the Warner & 
Swasey Co.; H. L. Patch of the Standard Oil 
Co. of Ohio; M. E. Price of Thompson Prod- 
ucts, Inc.; P. W. Scott of the Bryant Heater 
Co.; and E. A. Seffing of the Cleveland Trac- 
tor Co. 


CHICAGO 
Topic: POSTWAR PLANS 
Major Ivor Wagner of the Canadian Army 
spoke on “A Soldier’s Viewpoint on Postwar 
Planning” at the regular monthly meeting of 
the Chicago Control of The Controllers Insti- 
tute of America, which was held January 25, 
at the Union League Club. Major Wagner is 
attached to the Washington Staff of the Ca- 
nadian Army. 


CHATTANOOGA 
Topic: INSURANCE COVERAGE 


Claude L. Alexander, vice-president of the 
Alexander Insurance Agency, discussed ‘Fire 
and Use and Occupancy Insurance” at the reg- 
ular monthly meeting of the Chattanooga Con- 
trol of the Controllers Institute of America, 
Monday evening, January 10 at the Read House. 
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Regional Conferences of 
Y Controllers Institute 
APRIL 2-3-4, 1944 
Fourth War Conference of 
Controllers 
. | 
LOOK Hotel Waldorf-Astoria, New York | 
nd Se- Sponsored by the New York City | 
ho Control of the Controllers Institute 
utlook of America, this gathering will cover 
meet- members and guests of The Institute | 
stitute, in the Eastern area from Maine to | 
"e new ie | 
cin Florida. | 
roster | 
| APRIL 30, MAY 1-2, 1944 
| Seventh Midwestern Controllers | 
MICS Conference 
Pres. Hotel Jefferson, St. Louts 
eld at Sponsored by the St. Louis Con- T : . . 
: : HE biggest stumbling block in many payroll 
spy trol of The Controllers Institute of &8 stumb 4 aaa wan y 
America, this parley is designed to departments is the employee’s individual earnings 
bring together members and guests : 
of The Institute in the mid-Western record. Hours are wasted posting from one form 
-EMS area. ‘ : f 
prob- to another. More time is lost making the figures 
inner Pe — = 
e In- . ‘ it balance. Wage and hour records are delayed and 
eting onus Payment Policy tor ; ‘ ; 
f the ie violations of the law are likely to follow. Then the 
1944 Is Clarified y 
Robert E. Hannegan, Commissioner of In- inspectors Slax 
EMS ternal Revenue, clarified on January 19, the . ye ; 
| new salary stabilization policy which governs ATodd Form-Master will correct this situation— 
and payments by employers of commissions, bonuses : : q 
oe Tran ee ees berersange type compenestins $9 ex and quickly. This manual posting device completes 
i - Ployees, and Ppen ee i policy to cover 1943 dividual F d 
J ee eee ee ree ee summary sheet, individual earnings record an 
rsday Commissioner Hannegan explained that the y ? & 
lotel. i ‘ is : ; : 
wt 8 a = me near anes cat: LAS pepeneets 3 check stubs in a single rapid operation. All supple- 
com- 1. Salesmen earning commissions based on o's ee 3 . . : 
nbers their own individual sales—as a practical mat- mentary data are available at once. Posting time is 
Dunt- ter, the new policy makes no change in the com- sa lielf % ‘ ' : 
ag. pensation status of these employees since the cut in half. Since there is no extra copying, accuracy 
former dollar limit rule was suspended in these - é : 
‘ cases. However, these employees will now be is greater. Information is always up to date, sO 
[ON reassured that the dollar limit has been formally : a 
fea- revoked, as to employees whose rate of com- reports are easily prepared on tine. 
_ the mission, and base salary has not been changed. : ; ; 
“ues- 2. Executives, branch managers and others The Form-Master system requires no trained 
leve- robe over-riding commissions or percentage 4 
an De oe ry ——— pens operators—no heavy investment in equipment. 
r & policy. For example, if an employee in 1943 4 a ete re 
Oil ile etilled fae. contact. or cotabtuamed tolicy Whether you have a handful of employees or hun- 
rod- to receive a percentage bonus amounting to Pee . 
ait RAAtli Mat wna gaid only d000 become of the dreds, it is flexible enough to fit present and future 
‘rac- former regulations, he may now be paid the re- q pred 
maining $100 without formal approval pro- needs. Send coupon for more details. Mail it today. 
vided that no change has been made in the per- : 
centage, method of computation, or base salary. 
.NS If the percentage, method of computation or 
rmy base salary has changed and the employer be- 
oe lieves an adjustment is warranted, he may apply = ee ee ee ee ee ee ee ee 
of for a ruling to the field office of the Salary 
at Stabilization Unit of the Bureau of Internal THE TODD CO., Inc., Rochester 3, N.Y. 
25, pernue, In the region in which the employer Please.send the Todd Form-Master folder and samples 
Ag as his principal place of business. of payroll forms that speed posting, proving and 
Ca- report-making. 
PUBLICATIONS OF THE INSTITUTE c 
A full list of publications of The Institute, nak weetieigy 
GE covering those still available, can be obtained COMPANY, INC. Ae 
vs a obligation upon request to National ‘ 
the 1cadquarters: One East Forty-second Street, ROCHESTER NEW YORK City State 
bed New York, 17, New York. Many important OFFICES IN ALL PRINCIPAL CITIES 
eg- subjects are covered in this list, which includes By 
on- publications of The Institute during the past C-2-44 
ica, decade, 
1S€. 
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NEW MEMBERS ELECTED 








New Members Elected 


At a meeting of the National Board of Di- 
rectors held January 21, 1944, the applicants 
named below were elected to active membership 
in The Institute: 


A. J. AMMON 
American Book-Stratford Press, Inc., New 
York City. 

O. H. ASHMAN 
American Eastern Corporation, New York 
City. 

WitiAM A. BENSON 
Railway Express Agency, Inc., New York 
City. 

H. Victor BRAy 
Sefton Fibre Can Company, Maplewood, Mis- 
souri. 

L. D. BRILL 
Northwestern Mutual 
Seattle, Washington. 

JOHN P. CAIRNS 
American Rock Wool Corporation, Wabash, 
Indiana. 

I. A. CANTOR 
Standard Romper Company, Inc., New York 
City. 

MARSHALL A. CASE 
The Bank of California, N.A., Portland, Ore- 
gon. 

THOMAS B. EARLE 
The Walker Manufacturing Company of 
Wisconsin, Racine, Wisconsin. 

WILLIAM L. ESTERBERG 
Riley Stoker Corporation, Worcester, Massa- 
chusetts. 

LEONARD O. FRYER 
Graybar Electric Company, Inc., New York 
City. 

ROBERT J. GARNER 
Engineering and Research Corporation, Riv- 
erdale, Maryland. 

WALTER A. HAMILTON 
Aridye Corporation, Fairlawn, New Jersey. 

FRANK C. V. HORLEBEIN 
The United States Printing & Lithograph 
Company, Baltimore. 

PHILIP D. JONAS 
The Delaware, Lackawanna and Western 
Railroad Company, New York City. 

CHARLES J. KINNEY 
American Export Lines, Inc., New York City. 

AMERICO C. LAMPERTI 
Graybar Electric Company, Inc., New York 
City. 

Epwarp T. MCCARTHY 
The Casco Products Corporation, Bridgeport, 
Connecticut. 

VINCENT G. MCDONAGH 
The Trane Company, La Crosse, Wisconsin. 

GEORGE MACDONALD 
Gilbert & Barker Manufacturing Company, 
West Springfield, Massachusetts. 

ROBERT B. PHILLIPS 
Central Greyhound Lines, Inc., of New York, 
Syracuse, New York. 

HERBERT C. REESE 
Gottfried Baking Company, Inc., New York 
City. 

GEORGE S. SACKETT 
Recordak Corporation, New York City. 


APPRAISALS 
Made by qualified experts in all lines 
STANDARD APPRAISAL COMPANY 


6 CHURCH ST. 
NEW YORK 


Fire Association, 





ATLANTA 
CHICAGO 
DETROIT 


BOSTON 
PHILADELPHIA 
PITTSBURGH 











R. I. SAMPSON 
Sears, Roebuck and Company, Seattle, Wash- 
ington. 

EDWIN SEGLEAU 
Hanscom Baking Corporation, Long Island 
City, New York. 

ALFRED SIEGEL 
Seeman Brothers, Inc., New York City. 

RICHARD C. STEELE 
Worcester Telegram Publishing Company, 
Inc., Worcester, Massachusetts. 

RICHARD P. TOWNE 
National Blank Book Company, Holyoke, 
Massachusetts. 

SIGURD TRANMAL 
Distillation Products, Inc., Rochester, New 
York. 

ROLAND H. ZINN 
The United States Leather Company, New 
York City. 





Election of the 30 new 


members named above | 


brings the total member- | 


ship of The Institute to 











BOSTON 
Topic: GOVERNMENT QUESTION- 
NAIRES 


The President of the Boston Control, E. E. 
McConnell, controller of Norton Company, 
Worcester, Massachusetts, was the featured 
speaker at its January 25 dinner meeting in the 
Hotel Lenox. Mr. McConnell, who is chairman 
of a Subcommittee on Financial Reporting 
Forms of the Advisory Committee on Govern- 
ment Questionnaires, to which he was recently 
appointed as representative of The Institute, 
discussed progress which various industry 
groups are making in cooperation with the 
United States Budget Bureau in the revision of 
government questionnaires and financial’ state- 
ments. He also discussed the need of and the 
benefits to be obtained from close cooperation 
between OPA and industry, basing his observa- 
tions on an investigation of OPA forms A and 
B, which was recently made by a special panel 
of which Mr. McConnell served as chairman. 

The Control also had as its guests at the 
meeting, Dr. Saul B. Sells, Chief of the Office 
of Statistical Standards, OPA, and Mr. William 
M. Cooper, Division of Statistical Standards, 
Bureau of the Budget, executive office of the 
President. 


BALTIMORE 
Topic: DEFERRED MAINTENANCE 


The January 12 dinner meeting of the Balti- 
more Control of The Institute heard Bancroft 
Hill, President of the Baltimore Trust Com- 
pany, discuss ‘Deferred Maintenance.” Mr. 
Hill is Chairman of the Baltimore Committee 
for Postwar Planning and his presentation 
proved of deep interest to all in attendance. 


E. E. McConnell Named Chairman of 
Questionnaire Sub-Committee 


Announcement was recently released 
of the appointment by Institute Presi- 
dent John C. Naylor, of Mr. E. E. Me. 
Connell, controller of Norton Com. 
pany, Worcester, Massachusetts, to serve 
as The Institute’s representative on the 
Advisory Committee on Government 
Questionnaires. Mr. McConnell was 
Jater named chairman of the Commit- 
tee’s Subcommittee on Financial Report- 
ing Forms. 

The Controllers Institute of America, 
one of five national organizations to be 
invited to a place on the Advisory Com- 
mittee, is also represented in that body 
by Mr. E. Chester Peet, assistant treas- 
urer and assistant secretary of Shell Oil 
Company, Inc., New York, who serves 
as vice-chairman of the Advisory Com- 
mittee. 

Mr. McConnell, who succeeded Mr. 
H. P. Thornton, vice-president and con- 
troller of The White Motor Company, 
Cleveland, as The Institute’s representa- 
tive, presided at a meeting of the Sub- 
Committee held in New York on No- 
vember 26, and spent three days in 
Washington, D. C., December 6-8, 1943, 
in connection with a study of Forms A 
and B of the OPA. 

Mr. Thornton, who preceeded Mr. 
McConnell in the Advisory Committee 
activity, resigned recently because of the 
increased pressure of activities within 
his company. A member of the Cleve- 
land Control of The Institute, he had 
been a pioneer in the investigation of 
means of simplifying and reducing the 
load of forms-filing requirements of 
government agencies. 


BRIDGEPORT 


Topic: “SURPLUS MATERIALS” and 
“PENSION TRUSTS” 


Louis M. Nichols, comptroller of the Gen- 
eral Electric Supply Corporation, and chairman 
of The Institute’s Committee on Postwar Con- 
trollership Problems, led a discussion on “Re- 
distribution of Surplus Materials,” and Albert 
J. Wieland, treasurer of the Tilo Roofing Com- 
pany, Inc., Stratford, was the leader of a dis- 
cussion on “Pension Trusts” at the regular 
monthly meeting of the Bridgeport Control of 
The Controllers Institute of America, held Jan- 
uary 5 at the University Club. 





TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Il. 














